OFFICIAL STATEMENT

Dated June 9, 2015
Ratings:
Moody’s: “Aal"
S&P: “AA”
See (“OTHER INFORMATION -
NEW ISSUE - Book-Entry-Only Ratings” herein)

In the opinion of Bond Counsel, interest on the Certificates will be excludable from gross income for federal income tax purposes under existing
[aw, subject to the matters described under “TAX MATTERS — Tax EXEMPTION” herein, including the alternative minimum tax en corporations.

THE CERTIEIC ATES HAVE NOT BEEN DESIGNATED AS “OUALIFIED TAX-EXEMPT OBLIGATIONS™
FOR FINANCIAL INSTITUTIONS

$17,445,000
CITY OF LEAGUE CITY, TEXAS
{Galveston and Harris County)
COMBINATION TAX AND REVENUE
CERTIFICATES OF OBLIGATION, SERIES 2015

Dated Date: July 1, 2015 Due: Due: February 15 as shown on inside cover page

PaYMENT TERMS . . . [nterest on the $ 17,445,000 City of League City, Texas, Combination Tax and Revenue Certificates of Obligation, Series
2015 (the “Certificates™) will acerue from July 1, 2015, {the “Dated Date™) and will be payable August 15 and February 15 of each year commencing
February 15, 2016, and will be calculated on the basis of a 360-day year consisting of twelve 30-day months. The definitive Certificates will be
initially registered and delivered orly to Cede & Co., the nomince of The Depository Trust Company {“DTC"} pursuant to the Book-Entry-Only
System described Lerein, Beneficial ownership of the Certificates may be acquired in denominations of 85,000 or integral multiples thereof. No
physical delivery of the Certificates will be made to the owners thercof, Principal of, premiumm, if any, and interest ou the Certificates will be payable
by the Paying Agent/Registrar to Cede & Co., which will make distribution of the amounts so paid to the participating members of DTC for
subsequent payment to the beneficial owners of the Certificates. See “THE CERTIFICATES - BOOK-ENTRY-ONLY SYSTEM” herein. The initial
Paying Agent/Registrar is the Bank of New York Mellon Trust Company, N.A., Dallas, Texas (see “THE CERTIFICATES - PAYING
AGENT/REGISTRAR™).

AUTHORITY FOR ISSUANCE . . . The Certificates are issued pursnant to the Constitution and general laws of the State of Texas, (the “State™)
particularly Subchapter C of Chapter 271, Texas Local Government Code (the “Certificate of Obligation Act of 19717), as amended, and constitute
direct obligations of the City of League City, Texas (the “City”), payable from a combination of (i} the levy and collection of a direct end continuing
ad valorem tax, within the limits prescribed by law, on all taxable preperty within the City, and {it) a subordinate pledge of surplus net revenues of
the City’s Waterworks and Sewer System, as provided in the ordinance authorizing the Certificates (the “Ordinance™) (see “THE CERTIFICATES
- AUTHORITY FOR ISSUANCE™).

PURPOSE . . . Proceeds from the sale of the Certificates will be used for {i) the construction of public works, including strect and traffic improvements
and drainage improvements, and for the purchase of materials, supplies, equipment, machinery, building, land and rights-of-way related thereto;
(ii) the acquisition, design, construetion, equipping and improvement of the water and sanitary sewer system, including the extension of water lines
and distribution lines, construction of new pump stations and securing water tights; and (£ii) the costs of issuance associated with the Certificates.

SEE MATURITY SCHEDULE ON INSIDE COVER

OPTIONAL REDEMFTION . , . The City reserves the right, at its option, to redeem Bonds having stated maturitics on and after February 15, 2026, in
whole or in part in principal smounts of $5,000 or any integzal multiple thereof, on February 15, 2023, or any date thereafter, at the par value
thereof plus accrued interest from the most recent interest payment date to the date of redemption (see “THE CERTIFICATES - OPTIONAL
REDEMPTION™).

LEGALITY . . . The Certificates are offered for delivery when, as and if issued and received by the initfal purchaser(sy (the “Initial Purchaser”} and
subject to the approving opinjon of the Attomney General of Texas and the opinion of Norton Rose Fulbright US LLP, Bond Counsel, Houston,
Texas (see APPENDIX C -"FORM OF Bonn COUNSEL'S OPINION™).

DELIVERY . .. Itis expected that the Cerlificates wiil be available for delivery through The Depository Trust Company on July 7, 2015.




$ 17,445,000

CITY OF LEAGUE CITY, TEXAS
(Galveston and Harris County)

COMBINATION TAX AND REVENUE
CERTIFICATES OF OBLIGATION, SERIES 2013

MA'TURITY SCIIEDULE
Due Principal Interest

Feb. 15 Amount Rate Yield " cosip®
2016 S 490,000  5.000% 0.400% 521768 5P2
2017 500,000  5.000%  0.800% 321768 5Q0
2018 625,000  5.000%  1.190% 521768 SR8
2019 655,000 5.000%  1.500% 521768 556
2020 690,000 5.000%  1.720% 521768 5T4
2021 720000 4.000%  2.000% 521768 5U1
2022 750,000  4.000%  2.220% 521768 5V9
2023 780,000  5.000%  2.380% 521768 5W7
2024 825,000  5.000%  2.540% 521768 5X3
2025 865,000  5.000%  2.690% 521768 5Y3
2026 ¥ 900,000  3.000%  3.000% 521768 570
2027 ¥ 925,000  3.000%  3.140% 521768 6A4
2028 @ 955000  3.123%  3.240% 521768 6B2
2029 ©) 985,000  3.250%  3.370% 521768 6C0
2030 ¥ 1,020,000  3.375%  3.470% 521768 6DS
2031 ™ 1,060,000  3.375%  3.530% 521768 6E6
2032 W 1,005,000  3.500%  3.610% 521768 6F3
2033 1,130,000  3.500%  3.650% 521768 6G1
2034 9 1,175,000 3.625%  3.720% 521768 6H9
2035 19 £,210,000  3.625%  3.760% 521768 615

(1) The wnitial price or yield is fumished by the Initial Purchaser(s) and represents the initial offering price or yield to the public, which may be
changed by the Initial Purchaser(s) at any time.

(2) CUSIP is a registered trademark of the American Bankers Association, CUSIP data herein is provided by Stndard and Poor's CUSIP Service
Bureau, A Division of the McGraw-Hill Companies, Inc, and included selely for the convenience of the purchasers of the Certificales, This data
is not intended lo create a database and does not serve in any way as a substitute for the CUSIP Services. Neither the City, the Financial Advisor
nor the Initial Purchaser shall be responsible for the selection or correctness of the CUSTP numbers set forth hergin,

(3) The Cily reserves the right, at its option, to redeern Centificates havirg staled imaturities on and afler February 15, 2026, In whele or in part in
principal amounts of $5,000 ot any integral multiple thereof, on February 15, 2025, or any daie thereafter, al the par value thereof plus acerved
interest to the date of redemption,



This Official Statement, which includes the cover page and the Appendices hereto, does not constitute an offer to seil or the
solicitation of an offer to buy in any jurisdiction 1o any person to whom it is unlawfil to make such affer, solicitation or sale.

No dealer, broker. salesperson or other persan has been authorized to give information or to make any representation other than
those contained in this Official Statement, and, if given or made, such other information or representations must not be relied upon.

The information set forth herein has been obtained from the City and other sources believed fo be reliable, but such informetion is
ot guaranteed as te accuracy or completeness and is not to be construed as the promise or guarantee of the Financial Advisor,
This Official Statement contains, in part, estimates and matters of opinion which are nol iittended as statements of fact, and no
representation is made as to the correctness of such estimaies and opinions, or that they will be realized.

The information and expressions of opinion contained kerein are subject to change without notice, and neither the delivery of this
Official Statement nor any sale made hereunder shall, under any circumstances, create any implication that there kas been no
change in the affairs of the City or other matters described.

Neither the City, nov the Financial Advisors, nor the Initial Purchasers make any representation or warraniy with respect to the

information contained in the Official Statement regarding the Deposiiory Trust Company (“DTC") or its Book-Entry-Only System
as described under “THE BONDS- BOOK-ENTRY-ONLY SYSTEM " as such information has been provided by DTC.

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK]
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OFFICIAL STATEMENT SUMMARY

This summary is subject in all respects to the more complete information and definitions contained or incorpotated in this Official
Statement. The offering of the Certificates to potential investors is made only by means of this entire Official Statement. No person is
authorized to detach this summary from this Official Statement or to otherwise nse it without the entire Official Statement.

THE CITY i iiiiviaitivanins heransbinn s

THE CERTIFICATES ...ooevvinrninnnns

PAYMENT OF INTEREST ...ooccvennn

AUTHORITY FOR ISSUANCE ....0...e

SECURITY FOR THE
CERTIFICATES .orvcoeiemermsecievs

REDEMPTION ...covvinvirernrsrisnrmiinns

TAX EXEMPTION

USE OF PROCEEDS ....ooorreieaninrinns

2 b [ O,

BOOK-ENTRY-ONLY

PAYMENT RECORD . ecceequresrernans

The City of League City, Texas is a political subdivision and municipal corporation of the State,
located in Galveston County and Hanis County, Texas. The City covers approximately 53 square
miles (see “INTRODUCTIGN - DESCRIPTION OF CITY™).

The Certificates are issued as §17,445,000 Combination Tax and Revenue Certificates of Obligation,
Series 2015. The Certificates are issued as scrial certificates maturing February 15, 2016 through
Febrvary 15, 2035 (see “THE CERTIFICATES -DESCRIPTION OF THE CERT! FICATES™).

Interast on the Certificates accrues from the Date of Delivery, and is payable February 15, 2016 and
each February 15 and August 15 thereafter until maturity or prior redemption (see “THE
CERTIFICATES - DESCRIPTION OF THE CERTIFICATES™).

The Certificates ate jssued pursuant to the general laws of the State, particularly Subchapter C of
Chapter 271, Texas Local Government Code (the “Certificate of Obligation Act 0f 19717), as amended,
and an Ordinance passed by the City Council of the City (see * THE CERTIFICATES - AUTHORITY
FOR ISSUANCE™).

The Certificates constitute dirsct obligations of the City, payable from a combination of (f) the levy and
collection of & direct and continuing ad valorem tax, within the limits prescribed by law, on afl taxable
property within the City, and (ii) a subordinate pledge of surplus net revenues of the City's Waterworks
and Sewer System (se¢ “ THE CERTIFICATES - SECURITY AND SOURCE OF PAYMENT”),

_ The City reserves the right, at its option, to redeem Cestificates having siatod tatirities on and after

February 15,2026, in whols or in part in principal ameris-ol §3,000 orany imegral multiple thereof,
on February 15, 2025, or any date thereafter, at the par valuc:thereof'plis acerued hiterest to the date
of redemption (see “THE CERTIFICATES — OPTIONAL REDEMPTION”).

In the opinicen of Bond Counsel, the interest on the Certificates is excludable from gross income for
federal income tax purposes under existing law, subject to the matters described under the caption
“TAX MATTERS" herein, including the alternative minimum fax on corporations.

Proceeds from the sale of the Ceitificates will be used for (i) the construction of public works,
including street and traffic improvements and drainage improvements, and for the purchase of
materials, suppliss, cquipment, machinery, building, land and rights-of-way related thereto; (ii) the
acquisition, design, censtructicn, equipping and improvement of the water and sanitary sewer
system, including the extension of water lines and distribution lines, construction of new pump
stations and securing water rights and (iii) the costs of issuance associated with the Certificates.

The Certificates and presently outstanding general obligation debt of the City are rated “Aa2” by
Moody's Investors Service, Inc, (“Moody's™) and “AA” by Standard & Poar's Ratings Services, A
Division of McGraw-Hill Companies, Inc. (“S&P”), withont regard to credit enhancement (see
“OTHER INFORMATION - RATINGS™).

The definitive Certificates will be initially registered and delivered only to Cede & Co., the nominee
of DTC pursuant to the Book-Entry-Orly System described herein. Beneficial ownership of the
Certificates may be acquired in denominations of $5,000 or integral multiples thereof. No physical
delivery of the Certificates will be made to the beneficial owners thereof. Principal of, premium, if
any, and interest on the Certificates will be payable by the Paying Agent/Registrar to Cede & Co.,
which will make distribution of the amounts so paid to the participating members of DTC for
subsequend payment to the beneficial owners of the Certificates (see ™ THE CERTIFICATES - BoOK-
ENTRY-ONLY SYSTEM”).

The City has never defaulted in payment of its general obligation tax debt,



SELECTED FINANCIAL INFORMATION

Ratio Tax

Fiscal Per Capita G.O0. Tax Per Debt to Total Tax
Year Estimated Taxable Taxable Debt Outstanding Capita Taxable Collections
Ended City Assessed Assessed at Bnd of G.0. Assessed  as a Percent
/30 Popu]aﬁon“) ) Valuation™ Valuation _ Year™ Tax Debt Valuation  of Total Levy
2010 83,560  $5223498562  § 62,512 $ 96,335,000 $ 1,153 1.84% 99.82%
2011 85,300 5,238,239,400 61,410 107,135,000 1,256 2.05% 99.81%
2012 87,400 5,290,069,456 60,63G 192,395 00 2,201 3.63% 99.72%
2013 90,300 5,339,621,396 59,132 182,135,000 2,017 341% 99.68%
2014 95,500 5,531,219,985 57,919 171,680,000 1,798 3.10% 99.59%
2015 96,209 5,751,870,015 59,785 196,825,000 ¥ 2,046 3.42% 97.45%

(1) Population estimated by the City.

(2) Asrteported by the Galveston Central and Harris County Appraisal District, subject to adjustments throughout the year,

(3) Includes self-supporting debt,

(4) Includes the Certificates and General Gbligation Refunding Bends, Series 2015, which priced on May 1 9% 2015,

{5) Collections through April 30, 2015,

GENERAL FUND CONSOLIDATED STATEMENT SUMMARY

For Fiscal Year Ended September 30

2014 2013 2012 2011 2010
Total Revenue $ 50,913,480 $47476,212 $46,570,209 $45,152,558 $44,680,086
Total Expenditures 49,607,270 47,561,486 46,596,447 45,325,204 44,302,596
Other Sources (Uses) (1,325,979} 91,474 (4,342,720} (766,825) 348,836
Beginning Fund Balace 16,363,119 16,356,919 20,725,877 21,663,348 20,938,122
Increase (decrease} in Fund Balance (19,769 6,200 (4,368,958) (935,471) 727,226
Ending Fund Balance $ 16,343,350 §16,363,119°  § 16,356,519 $ 20,725,877 $ 21,665,348




CITY OFFICIALS, STAFF AND CONSULTANTS

ELECTED OFFICIALS
Lengthof  Tenm Expires

City Council Title Service November Occupation
Timothy Paulissen Mayor 5Years 2018 Pubtisher
Dran Becker Couneil Member 3 Years 2018 Engincer
Tommy Cones Council Member <1 Year 2013 Firefighter
Heidi Hansing Council Member 3 Years 2015 Business Owner
Todd Kinsey Council Member 3 Years 2015 Freelance Writer
Geri Bentlay Council Member 3 Years 2015 Intericr Designer
Keith Gross Council Member <1 Year 2018 Attomey
Nick Long Council Member < | Year 2018 Insurance Consultant

SELECTED ADMINISTRATIVE STAFF

Total
Setvice Govemmental
Name Position To City Service
R. Mark Rohr City Manager | Year 32 Years
Rebecea Underhill Director of Finance 3 Years 23 Years
F.onna Stein Controller 31 Years 31 Years
Diana Stapp City Secretary 12 Years 12 Years
CONSULTANTS AND ADVISORS
ALIIEOTS o ectitrivecarsscesiesaesrisesessrrassrvesassamsssansses et bessss st bonatsbensas 148 1ER1EPE TR0 SRS sRmrnarats banbbma s bas fan s e mm e TR R e ER TS Weaver Tidwell, LLP
Houston, Texas
BORA COUNSE s ieersseisieessesssessesteneresssenssesesenstssessestressrsosssisntessssnsronsansesassessaneresesenssrennce o [NOITON RoS€ Fulbright US, LLP
Houston, Texas
FINANCial AdVISOT. oo rreerereesicessesesirmseeseensettressasstasmsssassissssiommvsscssictecmsscsetneeicinicsssssnssss FilSE Southwest Cornpany, LLC
Houston, Texas
For additional informaticn regarding the City, please contact: |
i
Rebecca Underhill Joe Momow
City of League City Financial Advisor
Director of Finance First Southwest Company, LLC
300 West Walker or 700 Milam, Suife 500
League City, Texas 77573 Houston, Texas 77008
(281)554-1368 Phone (713) 651-9850 Phone
(281)554-1354 Fax (713) 654-8658 Fax




OFFICIAL STATEMENT
RELATING TO

$17,445,000
CITY OF LEAGUE CITY, TEXAS
{Galveston and Harris Counties)
COMBINATION TAX AND REVENUE
CERTIFICATES OF OBLIGATION, SERIES 2015

INTRODUCTION

This Officia Statement, which includes the Appendices hereto, pravides certain information regarding the issuance of $17,445,000 City
of Leaguc City, Fexas, Combination Tax and Revenue Ceriificates of Cbligation, Series 2015 (the “Certificates”). Capitalized terms
nsed in this Official Statement have the same meanings assigned ta such terms in the applicable ordinances approving the Bonds, except
as otherwise indicated herein,

There follows in this Official Statement descriptions of the Bonds and certain information regarding the City and its finances. All
desctiptions of documents contained herein are only summaries and are qualified in their entirety by reference to each such document.
Copies of such docaments may be obtained from the City's Financial Advisors, First Southwest Company, LLC, Houston, Texas.

DESCRIPTION OF THE CITY

‘The City is a political subdivision and municipal corporation of the State, duly organized under the laws of the State, including the
City’s Home Rule Charter. The City was incorporated in 1961, und first adopted its Home Rule Charter on March 27, 1962, The City
operates with a City Council comprised of the Mayor and seven Councilmermbers serving four year terms with biennial elections, By
virtue of municipal eleetions conducted on May 8, 2010, the City’s Home Rule Charter was amended so as to adopt the Council-Manager
form of government. A City Manager now serves as the Chief Administrative and Executive Officer of the City, appotnted by the City
Council to administer all municipal affairs of the City. Some of the services that the City provides are public safety, highways and
strects, water and sanitary sewer utilities, cultnre-recreation, planning and zoning, and general administrative services. The 2010 Census
population for the City was 83,560, while the estimated 2015 pepulation is 96,209, The City covers approximately 53 square miles,

THE CERTIFICATES
DESCREPTION GF THE CERTIFICATES

The Certificates are dated Jone 1, 2015, and mature on February 15 in cach of the years and in the amownts shown on the inside cover
page hereof, Interest will be computed on the basis of a 360-day year of twelve 30-day months, and will be payabls on February 15
and August 15, commencing February 15, 2016, The definitive Certificates will be issued only in fully registered form in any integral
multiple of $5,000 for any one maturity and will be initially registered and delivered only to Cede & Co., the nominee of The Depository
Trust Company (“DTC”) pursuant to the Book-Entry-Only System deseribed herein, No physical delivery of the Centificates will be
made o the owners thereof. Principal of, premium, if any, and interest on the Certificates will be payable by the Paying Agent/Registrar
to Cede & Co., which will make distribution of the amounts so paid to the participating members of D'TC for subsequent payment to the
beneficial owners of the Certificates. (see “THE CERTIFICATES — Book-ENTRY-ONLY SYSTEM” hercin),

AUTHORITY FOR ISSUANCE

The Certificates are being issued pursuant to the Constitution and general laws of the State of Texas, particularly Subchapter C of
Chapter 271, Texas Local Government Code (the “Act”), as amended, and an ordinance (the “Certificate Ordinance™) passed by the
City Council,

SECURITY AND SOURCE OF PAYMENT

All taxable property within the City is subject to a continuing direct annual ad valorem tax levied by the City sufficient to provide for
the payment of principat of and interest on all obligations payable in whole or in part from ad valorem taxes, which tax must be levied
within the limits prescribed by law. Additionally, the Certificates are payable from and secured by a subordinate pledge of surplus net
revenues of the City’s Waterworks and Scwer System, as provided in the Ordinance



TAX RATE LIMITATION

All taxable property within the City is subject to the assessment, levy and collection by the City ofa continuing, direct annual ad valorem
tax sufficient to provide for the payment of principal of and interest on all ad valorem tax debt within the limits prescribed by law.
Article X1, Scction 5, of the Texas Constitution is applicable to the City, and Limits its maximum ad valorem tax rate to $2.50 per 3100
Taxable Assessed Valuation for all City purposes.

Administrativcly, the Attorney General of the State of Texas will permit allocation of $1.50 of the $2.50 maximum tax rate for all
General Obligation debt service, as calculated at the time of issuance, See “TABLE 4 — Tax RATE, LEvy AvD CoLLECTION HISTORY”
for the City’s current tax rate and historical tax rate, levy, and collection history.

OrrioNAL REDEMPTION

The City reserves the right, at its option, to redeem Certificates having stated maturities on and after February 15, 2026, in whole or in
part in principal amounts of $5,000 or any integral multiple thereof, on February 15, 2025 or any date thereafier, at the par value thereof
plus acerued interest from the most recent interest payment date to the date of redemption. Ifjess than all of the Certificates are to be
redeemed, the City may seleot the maturities of such Certificates to be redeemed. Ifless than all the Certificates of any maturity are to
be tedeemed, the Paying Agent/Registrar (or DTC while the Certificates are in Book-Eniry-Only form) shall determine by lot the
Certificates, or porticns thereof, within such maturity to be redeemed. 1f a Certificato {or any portion of the principal sum thereof) shall
have been called for redemption and netice of such redemption shall have been given, such Certificate or the principal amount thereof
to be redeemed) shalt become due and payable on such redemption date and interest thereon shall cease to accrue from and after the
redemption date, provided funds for the payment of the redemption price and accrued interest thereon are held by the Paying
Agent/Registrar on the redemption date.

NOTICE OF REDEMPTION

Not less than 30 days prior to a redemption date for the Certificates, the City shall cause a notice of redemption to be sent by United
States mail, first class, postage prepaid, to the registered owners of the Certificates to be redeemed, in whole or in part, at the address of
the registered owner appearing on the registration books of the Paying Agent/Registrar at the close of business on the business day next
preceding the date of mailing such notice.

ANY NOTICE SO MAILED SHALL BE CONCLUSIVELY PRESUMED TO HAVE BEEN DULY GIVEN, WHETHER OR NOT
THE REGISTERED OWNER RECEIVES SUCH NOTICE, NOTICE HAVING BEEN SO GIVEN, THE BONDS CALLED FOR
REDEMPTION SHALL BECOME DUE AND PAYABLE ON THE SPECIFIED REDEMPTION DATE, AND
NOTWITHSTANDING THAT ANY BOND OR PORTION THEREOF HAS NOT BEEN SURRENDERED FOR PAYMENT,
INTEREST ON SUCH BOND OR PORTION THEREOF SHALL CEASE TO ACCRUE.

DEFEASANCE

The Ordinance provides that the City may discharge its obligations to the registered owners of any or all of the Certificates to pay
principal, interest and redemption price thereon in any manter now or hereatter permitted by law.

BoOK-ENTRY-ONLY SYSTEM

This section describes how ownership of the Certificates is to be transferred and how the principal of, premivm, if any, and interest on
the Qbligations are to be paid to and credited by The Depasitery Trust Company (“DTC"), New York, New York, while itre Certificales
are registered in its nominee name. The information in this section concerning DTC antl the BOOK-ENTRI=-ONLY SYSTEM has been
provided by DTC for use in disclosure dociments such as this Official Statement. The City believes the source of such information to
be refiable, buf takes no responsibility for the accuracy or completeness thereof.



The City canmnot and does not give any assurance that (1 DTC will distribute payments of deht service on the Certificates, or redempiion
or other notices, to DTC Participants, (2) DTC Participanis or others will distribute debt service payments puid to DTC or its nominee
(as the registerec owner of the Certificates), or redemption or other natices, to the Ben eficial Owners, or that they will de so on a timely
basis, or (3) DTC will serve and act in the manner described in this Official Statement. The current rules applicable to DTC are on file
with the Securities and Exchange Commission, and the aurrent procedures of DTC to be followed in dealing with DTC Pavticipants are
on file with DTC.

DTC will act as securities depository for the Certificates. The Certificates will be issued as fully-registered securities registered in the
name of Cede & Co. {DTC’s partnership nominee) or such other name as may be requested by an authorized representative of DTC,
One fully-registered security certificate will be issued for each maturity of the Certificates, sach in the aggregate principal amount of
such maturity, and will be deposited with DTC,

DTC, the world’s largest depository, is a limited-parpose trust company organized under the New York Banking Law, a “banking
organization” within the meaning of the New York Banking Law, a member of the Federal Reserve System, a “clearing corporation”
within the meaning of the New York Uniform Commercial Code, and # “clearing agency” registered pursuant to the provisions of
Section 17A of the Securities Exchange Act of 1934, DTC holds and provides asset servicing for over 3.5 million issues of U.S. and
non- U.S. equity issues, corporate and municipal debt issues, and money market instruments {from over 100 countries) that DTC’s
participants (“Direct Participants™) deposit with DTC, DTC also facilitates the post-trade settlement among Direct Participants of sales
and other securities transactions in deposited securities, through electronic computerized booleentry transters and pledges between
Direct Participants’ accounts. This gliminates the need for physical movement of securities Obligations. Direct Participants include
both T1.S. and non-U.5. securities brokers and dealers, banks, trust companies, clearing corporations, and certain other organizations.
DTC is a wholly-owned subsidiary of The Depository Trust & Clearing City (*DTCC”). DTCC is the holding company for DTC,
National Securities Clearing City and Fixed Income Clearing City, all of which are registered clearing agencies. DTCC is owned by
the users of its regulated subsidiaries. Access to the DTC system is also available to others such as both U.S. and non-1.8. securities
brokers and dealers, banks, trust companies, and clearing companies that clear through or maintain a custodial relationship with a Direct
Participant, either directly or indirectly (“Indirect Participants™). DTC has Standard & Poor’s rating of AA+, The DTC Rules applicable
to its Participants are on file with the Securities and Exchange Commission. More information about DTC can be found at
www.dtee.com.

Purchases of Certificates under the DTC system must be made by or through Direct Participants, which will receive a credit for the
Certificates on DTC’s records. The ownership interest of each actual purchaser of each Certificates (“Beneficial Owner”) is in turn to
be recorded on the Direct and Indirect Participants’ records. Bencficial Owners will not receive written confirmation frem DTC of their
purchase. Beneficial Owners are, however, expected to receive written confirmations providing details of the transaction, as well as
pericdic staterncnts of their holdings, from the Direct or Indirect Participant through which the Beneficial Owner entered into the
transaction. Transfers of ownership interests in the Certificates are to be accomplished by entries made on the books of Direct and
Tndirect Participants acting on behalf of Beneficial Owners. Beneficial Owners will not receive Certificates representing their cwnership
intcrests in Certificates, sxcept in the event that use of the book-entry system for the Certificates is discontinued.

To facilitate subsequent transfers, all Ceriificates deposited by Direct Participants with DTC are registered in the name of DTC’s
partnership nominee, Cede & Co,, or such other name as may be requested by an authorized representative of DTC, The deposit of
Certificates with DTC and their registration in the name of Cede & Co. or such other DTC nominee do not effect any change in heneficial
ownership, DTC has no knowledge of the actual Beneficial Gwners of the Certificates; DTC’s records reflect only the identity of the
Direct Participants to whose accounts such Certificates are credited, which may or may not be the Beneficial Owners. The Direet and
Indirect Participants will remain responsible for kesping account of their holdings on behalf of their customers.

Conveyance of notices and other communications by DTC to Direct Participants, by Direct Participants fo Indirect Participants, and by
Direct Participants and Indirect Participants to Beneficial Owners will be governad by arrangements among them, subject to any statutory
or regulatory requirements as may be in effect from time to time., Beneficial Owners of Certificates may wish to take cettain steps to
augment the transmission to them of netices of significant events with respect to the Certificates, such as redemptions, tenders, defaults,
and proposed amendments to the Certificates documents, For example, Beneficial Owners of Certificates may wish to ascertain that the
neminee holding the Certificates for their benefit has agreed to obtain and transmit notices to Beneficial Owners. In the alternative,
Beneficial Owners may wish to provide their names and addresses to the register and request that copies of the notices be provided
directly to them.

Redemption notices for the Certificates will be sent to DTC. [f less than all of the Certificates of a maturity are being redeemed, DTC's
practice is to determine by lot the amount of the interest of each Direct Participant in such maturity 1o be redeemed,

Neither DTC nor Cede & Co. (nor any other BTC nominee) will consent or vote with respect to Certificates unless authorized by a
Direct Participant in accordance with DTC’s Procedures. Under its usval procedures, DTC mails an Omnibus Proxy to the City as soon
as possible after the record date, The Omnibus Proxy assigns Cede & Co.’s consenting or voting rights to those Direct Participants to
whose accounts Certificates are credited on the record date (identified in a listing attached to the Omnibus Proxy).



Principal and interest payments on the Certificates will be made to Cede & Co,, or such other nominee as may be requested by an
authorized representative of DTC.  DTC’s practice is to credit Direct Participants’ accounts upon DTC’s receipt of funds and
corresponding detail infermation from the City or the Paying Agent/Registrar of each series, on the payable date in accordance with
their respeetive holdings shown on DTC’s records. Payments by Participants to Beneficial QOwners will be governed by standing
instructions and customary practices, as is the case with securities held for the accounts of customers in bearer form or registered in
“street name,” and will be the responsibility of such Participant and not of DTC nor its nomiinee, the Paying Agent/Registrar of each
series, ot the City, subject to any statutory or regulatory requirements as may be in effect from time to time. Payment of redemption
proceeds, principal and interest payments to Cede & Co. (or such other nominec as may be requosted by an authorized representative of
DTC) is the responsibility of the City or Paying Agent/Registrar of each series, disbursement of such payments to Direct Participants
will be the responsibility of DTC, and disbursement of such payments to the Beneficial Owners will be the responsibility of Pirect and
Indirect Participants.

DTC may discontinue providing its services as depository with respect to the Certificates at any time by giving reasonable notice to the
City or the respective Paying Agent/Registrar. Under such circumstances, in the event that a successor depository is not obtained,
Certificates arc required to be printed and delivered.

The City may decide to discontinue the use of the system of BOOK-ENTRY-ONLY transfers through DTC (or a successor depository). In
that event, Certificates, as appropriate, will be printed and delivered.

Use of Certain Terms in Other Sections of this Official Statement. In reading this Official Statement it should be understood that while
the Certificates are in the BOOK-ENTRY-ONLY SysTEM, references in other sections of this Official Statement to registered owners shouid
be read to inciude the person for which the Participant acquires an interest in the Certificates, but (i) all rights of ownership must be
exercised through DTC and the Book-Entry-Only System, and (ii) except as described above, notices that are to be given to registered
owners under the Ordinance will be given only to DTC.

information concerning DTC and the Book-Entry-Only System has been obtained from DTC and is not guaranteed as to accuracy or
completeness by, and is not to be construed as a representation by the City, the Financial Advisor, or the Initial Purchaser,

Effect of Termination of BOOK-ENTRY-ONLY SYSTEM. In the event that the BOOK-ENTRY-ONLY Sy8TEM of the Certificates is
discontinued, printed Certificates will be issued to the DTC Participants or the holder, as the case may be, and such Certificates will be
subject to transfer, exchange and registration provisions as set forth in the Ordinances and summarized under “THE BONDS —
TRANSFER, EXCHANGE AND REGISTRATION below.

PAYING AGENT/REGISTRAR

The initial Paying Agent/Registrar for the Certificates is the Bank of New York Mellon Trust Company, N.A., Dallas, Texas. In the
Certificate Ordinance, the City retains the right to replace the Paying Agent/Registrar for the Certificates. The City covenants to maintain
and provide a Paying Agent/Registrar at all times until the Certificates are duly paid and any successor Paying Agent/Registrar shall be
a cornmercial bank or trust company organized under the faws of the United States of America or of any other State, authorized under
such laws to exercise corporate trust power, having a combined capital and surplus of at least $10,000,000 subject to supervision or
examination of a federal or state authority, registered as a transfer agent with the Securities and Exchange Commission. Upen any
change in the Paying Agent/Regisrar for the Certificates, the City agrees to promptly cause a written notice thereof to be sent to cach
registered owner of the Certificates which notice shall also give the address of the new Paying Agent/Registrar,

TRANSFER, EXCHANGE AND REGISTRATION

In the event the Book-Entry-Only System should be discontinued, the Certificates may be transferred and exchanged on the registration
books of the Paying Agent/Registrar only upon presentation and surrendet to the Paying Agent/Registrar and such transfer or exchange
shall be without expense or service charge to the registered owner, except for any tax or other govemnmental charges required 10 be paid
with respect to such registration, exchange and transfer, Certificates may be assigned by the execution of an assignment form on the
respective Certificates or by other instrument of transfer and assignment acceptable to the Paying Agent/Regisirar. New Certificates
will be delivered by the Paying Agent/Registrar, in lieu of the Certificates being transferred or exchanged, at the designated office of
the Paying Agent/Registrar, or sent by United States mail, first class, postage prepaid, to the new registered awner or his designee. To
the extent possible, new Certificates issued in an exchange or transfer of Certificates will be delivered to the registered owner orassignee
of the registered owner in not more than three business days afier the receipt of the Certificates to be canceled, and the written instrument
of transfer or request for exchange duly executed by the registered awner or his duly authorized agent, in form satisfactory to the Paying
Agent/Repistrar. New Certificates registered and delivercd in an exchange or transfer shall be in any integral multiple of $5,000 for any
one maturity and for a like aggregate principal amount as the Certificates surrendered for cxchange or transfer. See “THE BONDS -
BoOK-ENTRY-ONLY SYSTEM™ herein for 1 description of the system to be utilized initially in regard to ownership and transferability of
the Certificates. Neither the City nor the Paying Apent/Registrar is required to transfer or exchange any Certificates called for
redemption, in whole or in part, within 45 days of the date fixed for redemption; provided, however, such limitation of ransfer shall not
be applicable to an exchange by the registered owner of the uncalled balance of Centificates,
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RECORD DATE FOR INTEREST PAYMENT

The record date (“Record Date™) for the interest payable on the Certificates ou any interest payment date means the close of business on
the last business day of the preceding month.

1n the event of a non-payment of interest on a scheduled payment date, and for 10 days thereafier, a new record date for such interest
payment (a “Special Record Date™) will be established by the Paying Agent/Registrar, if and when funds for the payment of such interest
have been received from the City. Notice of the Special Record Date and of the scheduled payment date of the past due interest
{*“Special Payment Date™, which shalt be 15 days after the Special Record Date) shall be sent at least five business days prior to the
Special Record Date by Uniled States mail, first class postage prepaid, to the address of each Holder of a Certificate appearing on the
registration books of the Paying Agent/Registrar at the close of business on the last business day next preceding the date of mailing of
such notice.

CERTIFICATE HOLDERS' REMEDIES

The Texas Supreme Court ruled in Tooke v. City of Mexia, 197 S.W. 3rd 325 (Tex. 2006), that a waiver of sovereign immunity in a
contractual dispute must be provided for by statute in “clear and unambiguous” language. Because it is unclear whether the Texas
legistature has effectively waived the City's soversign immunity from a suit for money damages, Certificate holders may not be able to
bring such a suit against the City for breach of the Certificates or Ordinance covenants in the absence of City action. Even if a judgment
against the City could be obtained, it could not be enforced by direct levy and execution against the City's property.

The Ordinance does not establish specific events of default with Tespect to the Certificates or provide for the appointment of a trustee to
tepresent the interests of the boadholders wpon any failure of the City to perform in accordance with the terms of the Ordinance, or upon
any other condition, If the City defaults in any payment due on the Certificates, or if the City defaults in the obscrvance or performance
of any of the covenants, conditions, o7 obligations set forth in the Grdinance, any registered owner is entitled to seek a writ of mandamus
or mandatory injunction from a court of proper jurisdiction to compel the City to levy, assess and collect an annual ad valorem tax
sufficient to pay principal of and interest on the Certificates as they become due or to perform other material covenants, conditions or
obligations contained in the Ordinance. In general, Texas courts have held that a writ of mandamus may be issued to require a public
official to perform legally imposed ministerial duties necessary for the performance of a valid contracy; and, Texas law provides that,
following their approval by the Attormey General and issuance, the Certificates are valid and binding obligations for all purposes
according to their terms, However, the enforcement of any such remedy may be difficult and time consuming and a registered owner
could he required to enforce such remedy an a periodic basis. Such rights are in addition to any other rights the registered owners of the
Centificates may be provided by the laws of the State of Texas with respect to the Cerfificates.

Under Texas law there is no right to the acceleration of maturity of the Certificates upon the faiture of the City to observe any covenant
under the Ordinance. A registered owner of Certificates could file suit against the City if a default occusred in the payment of principal
of or interest on any such Certificates; however, a suit for monetary damages could be vulnerable to the defense of soversign immunity
and any judgment could not be satisfied by execution against any praperty of the City.

The City is also eligible to seek relief fram iis creditors under Chapter 9 of the U.S. Bankruptey Code (“Chapter 9%). Although Chapter
9 provides for the recognition of a security interest represented by a specifically pledged source of revenues, the pledge of taxes in
support of a general obligation of a bankrupt cntity is not specifically recognized as a security interest under Chapter 9. Chapter 9 also
includes an automatic stay provision that would prohibit, without Bankruptey Court approval, the prosecution of any other legal action
by creditors or bandhelders of an entity, which has sought protection under Chapter 8.

Therefore, should the City avail itself of Chapter ¢ protection from creditors, the ability to enforce would be subject to the approval of
the Bankruptcy Court (which could raguire that the action be heasd in Bankruptey Court instead of another federal or state court); and,
the Bankruptcy Code provides for broad discretionary powers of a Bankruptey Court in administering any proceeding brought before it.
The opinion of Certificate Counsel will note that all opinions relative to the enforceability of the Ordinance and the Certificates are
qualified with respect to the customary rights of debtors relative to their creditors and may be limited by general principles of equity
which permit the exercise of judicial discretion.

AMENDMENT TO THE ORDINANCE

The City may, without the consent of or notice to any registered awners, from time to time and at any time, amend the Ordinance in any
mannet niot detrimental to the interests of the registered owners, including the curing of any ambiguity, inconsistency, or formal defect
or omiission therein. In addition, the City may, with the consent of registered owners holding a majority in aggregate principal amount
of the Certificates, then Qutstanding, amend, add te, orrescind any of the provisions of the Ordinance; provided that, without the consent
of all registered owners of Qutstanding Certificates, affected, no such amendment, addition, or rescission may (1) change the date
specified as the date on which the principal of or any installment of interest on any such Certificate is due and pavable, reduce the
principal amount thereof, or the rate of interest thereon, change the place or places at or the coin or currency in which any such Certificate
or interest thereon is payable, or in any other way modify the terms of payment of the principal of or interest on any such Certificate,
(2) give any preference to any Certilicate over any other Certificate, or (3) reduce the aggregate principal amount of Certificates required
for consent to any amendment, addition, or waiver,



TAX INFORMATION
AD VALOREM TAX Law

The appraisal of property within the City is the responsibility of the Galveston County Appraisal District and Harris County Appraisal
District (collectively, the “Appraisal District). Excluding agricultural and open-space land, which may be taxed on the basis of
productive capacity, the Appraisal District is required under the Texas Tax Cede (the “Property Tax Code™) to appraise all property
within the Appraisal District on the basis of 100% of its market value and is prohibited from applying any asscssment ratios, In
determining market value of property, different methods of appraisal may be used, including the cost method of appraisal, the income
method of appraisal and market data comparison method of appraisal, and the method considered most appropriate by the chicf appraiser
is to be used. State law farther limits the appraised value of a residence homestead for a tax year to an amount not to excsed the less of
(1) the market value of the property, or (2) the sum of (a} 10% of the appraised value of the property for the last year in which the
property was appraised for taxation times the number of years since the property was tast appraised, plus {b) the appraised value of the
property for the last year in which the property was appraised plus (¢) the market value of all new improvements to the propesty. A
residence homestead is valued solely on the basis of its value as a residence homestead, regardless of whether residential use by the
owner is considered to be the highest and best use of the property. The value placed upon property within the Appraisal District is
subject to review by an Appraisal Review Board, consisting of three nembers appointed by the Board of Directors of the Appraisal
District. The Appraisal District is required to review the value of property within the Appraisal District at least every three years. The
City may require annual review at its own expense, and is cntitled to challenge the determination of appraised value of propertty within
the City by petition filed with the Appraisal Review Board.

Reference is made to the Property Tax Code, for identification of property subject to taxation; property excmpt or which may be
exempted from taxation, if claimed; the appraisal of property for ad valorem taxation purposes; and the procedurcs and limitations
applicable to the levy and collection of ad valorem taxes.

Article VIII of the State Constitution {“Article VIII") and State law provide for certain exemptions from property taxes, the valuation
of agricultural and open-space lands at productivity value, and the exempticn of certain personal property from ad valorem taxation.

Under Section 1-b, Article VIIT, and State law, the governing body of a political subdivision. , at its option, may grant an exemption of
not less than $3,000 of the market value of the residence homestead of persons 63 years of age or older and the disabled from all ad
valorem taxes thereafter levied by the political subdivision. Once authorized, such exemption may be repealed or decreased or increased
in amount (i) by the governing body of the political subdivision or (ii) by a favorable vote of a majority of the qualified voters at an
election called by the governing bedy of the political subdivision, which election must be called upon receipt of a petition signed by at
least 26% of the number of qualified voters who voted in the preceding election of the political subdivision, In the case of a decrease,
the amount of the exemption mzy not be reduced to less than 53,000 of the market value.

The surviving spouse of an individual who qualifies for the foregoing exemption for the residence homestead of a person 65 cr clder
{but not the disabled) is entitled to an exemption for the same property in an amount equal to that of the exemption for which the
deceased spouse qualified if (1) the deceased spouse died in a year in which the deceased spouse qualified for the exemption, (ii) the
surviving spouse was at least 55 years of age at the time of the death of the individual’s spouse and (iii} the property was the residence
homestead of the surviving spouse when the deceased spouse died and remains the residerice homestead of the surviving spouse.

In addition to any othcr exemptions provided by the Property Tax Code, the governing body ofa political subdivision, at its option, may
grant an exemption of up to 20% of the market value of residence homesteads, with a minimum excmption of $5,000.

In the case of residence homestead exemptions granted under Section 1-b, Article ViIl, ad valorem taxes may continue fo be levied
against the value of homesteads exempted where ad valorem taxes have previously been pledged for the payment of debt if cessation of
the levy would impair the obligation of the contract by which the debt was created,

State law and Section 2, Asticle VI, mandale an additional property tax exemption for disabled veterans or the surviving spouse or
children of a deceased veteran who died while on active duty in the armed forces; the exemption applies to either real or personal
property with the amount of assessed valuation exempted ranging from $5,000 to a maximum of $12,000. provided, however, that
beginning in the 2009 tax year, a disabled veteran who receives from the United States Department of Velerans Affairs or its successor
100 percent disability compensation due to a service-connected disability and a rating of 100 percent disabled or of individual
unemplayability is entitled to an exemption from taxation of the total appraised value of'the veteran’s residence homestead. Furthermore,
effective January 1, 2012, surviving spouses of a deceased veteran who had received a disability rating of 100% are entitled to receive
a residential homestead exemption equal to the exemption received by the deceased spouse until such surviving spouse yemarries.

Under Article V111 znd State law, the governing body of a county, municipality or juniar college district, may freeze the total amount of
ad valorem taxes levied on the residence homestead of a disabled person or persons 65 years of age or older to the amount of {axes
imposed in the year such residence qualified for such exemption. Also, upon receipt of a petition signed by five percent of the registered
voters of the county, municipality or jusior college district, an election must be held to determine by majority vote whether to establish
such a limitation on taxes paid on residence homesteads of persons 65 years of age or who are disabled. Upon providing for such
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exemption, such freeze on ad valorem taxes is transferable to a different residence homestead and to a surviving spouse living in such
homestead who is disabled or is at lzast 55 years of age. 1f improvernents (other than maintenance or repairs) are made to the property,
fie value of the improvements is taxed at the then current tax rate, and the total amount of taxes imposed is increased to reflect the new
improvements with the new amount of taxes then serving as the ceiling on taxes for the following yoars. Once established, the tax rate
limitation may not be repeated or rescinded.

Article VT provides that eligible owners of both agricultural land (Section 1-d) and open-space land {Section 1-d-1), including open-
space land devoted to farm or ranch purposes or open-space land devoted to timber production, may clect to have such property appraised
for property taxation on the basis of its productive capacity. The same land may ot be qualified under both Section 1-d and 1-d-1.

Nonbusiness personal property, such as automobiles or light trucks, are exempt from ad valorem taxation unless the governing body of
a political subdivision elects to tax this property. Boats owned as nonbusiness property are exempt from ad valorem taxation.

Article VITI, Section 1 j, provides for “fresport property” to be exemnpted from ad valoram taxation. Freeport property is defined as
goods detained in Texas for 175 days ot less for the purpose of assembly, storage, rnanufacturing, processing or fabrication. Decisions
to continue to tax may be reversed in the future; decisions to exempt freeport property are not subject to reversal.

Article VIIL, Section 1-n of the Texas Constitatien provides for the cxemption from taxation of “goods in transit.” “Coods in transit” is
defined by a provision in the Tax Code, which is effective for tax ycars 2008 and thereafter, as personal property acquired or imported
into Texes and iransported to another location in the State or ouiside of the State within 175 days of the date the property was acquized
or imperted into Texas. The exemption excludes oil, natural gas, petroleum products, aircraft and special inventory, including motor
vehicle, vessel and out board motor, heavy equipment and manufactured housing inventory. The Tax Code provision permits local
governmental entities, on a local option basis, to take official action by January 1 of the year preceding a tax year, after holding a public
hearing, to tax goodsin transit during the following tax year. A taxpayer may receive only one of the freeport exempticns or the goods
in transit exemptions for items of personal property.

The City and the other taxing bodies within its territory may agree to jointly create tax increment financing zones, under which the tax
values on property in the zone are “frozen” at the value of the property at the time of creation of the zone. The City also may enter into
tax abatement agreements to encourage ecoromic development. Under the agreements, a property owner agrees to construct certain
improvements on its property. The City in tum agrees not to levy a tax on all or part of the increased value atiributable to the
improvements uniil the expiration of the agreement. The abatement agreement could last for a period of up to 10 years.

Cities are also authorized, pursuast to Chapter 380, Texas Local Government Code (“Chapter 380 to establish programs to promote
state or local economic development and to stimulate business and comumercial activity in the City, In accordance with a program
estabiished pursuant to Chapter 380, the City may make loans or grant of public fund for econamic development purposes, however, no
Certificates secured by ad valorem taxes may be issued for snch purposes unless approved by voters of the City.

EFFECTIVE TAX RATE AND ROLLBACK TAX RATE

By sach September 1 or as scon thereafter as practicable, the City Counci! adopts a tax rate per §100 taxable value for the current year,
The City Council will be required to adopt the annual tax rate for the City before the later of September 30 or the 60t day after the date
the certified appraisal roll is received by the City. If the City Council does not adopt a tax rate by such required date the tax rate for
that tax year is the lower of the effective tax rate cafeulated for that tax year or the tax rate adopted by the City for the preceding tax
year. The tax ratc consists of two components: (1) a rate for funding of maintenance and operation expenditures, and (2) a rate for
debt service,

Under the Property Tax Code, the City must annually caleulate and publicize its “effective tax rate® and “rollback tax rate”. A tax rate
cannot be adopted by the City Council that exceeds the lower of the rollback tax rate or the effsctive tax rate until two public hearings
have been held on the proposed tax rate following notice of such public hearings (including the requirement that notice be posted on
the City’s website if the City owns, operates or controls an intemnet website and public notice be given by television if the City has free
access 10 a television channel) and the City Council has otherwise compiied with the Jegal requirements for the adoption of such tax
rate. [f the adopted tax rate exceeds the rollback 1ax rate the qualified voters of the City by petition may require that an clection be held
ta determine whether or not to reduce the tax rate adopted for the current year to the rollback tax rate.

“Bffective tax rate” means the rate that will produce last year's total tax levy (adjusted) from this year's total taxable values (adjusted).
“Adjusted” means lost values are not included in the calculation of last year's taxes and new values are not included in this year's taxable
valugs.

“Roliback tax rate” means the rate that will produce last year's maintenance and operation tax levy (adjusted} from this year's valucs

(adjusted) multiplied by 1.08 plus a rate that will produce this year's debt service from this year's values (unadjusted) divided by the
anticipated tax collection rate.
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The Property Tax Code provides that certain cities and counties in the State may submit a proposition fo the voters to authotize an
additional one-half cent sales tax on rotail sales of taxable items. 1F the additional tax is levied, the effective tax rate and the rollback
tax rate calculations are requited to be offset by the revenue that will be generated by the sales tax in the current year.

Reference is made to the Property Tax Code for definitive requirements for the levy and collection of ad valorem taxes and the calculation
of the various defined tax rates,

PROPERTY ASSESSMENT AND TAX PAYMENT

Property within the City is generally assessed as of January 1 of each year. Business inventory may, at the option of the taxpayer, be
assessed as of September. Oil and as reserves are assessed on the basis of a valuation process which uses an average of the daily price
of oil and gas for the prior year. Taxes become due Qctober 1 of the same ycar, and become delinquent on February 1 of the following
year, Taxpayers 65 years ofd or older are permitted by State Jaw to pay taxes on homesteads ir: four installments with the first due on
February 1 of each year and the final installment due on August 1.

PENALTIES AND INTEREST

Charges for penalty and interest on the unpaid balance of delinquent taxes are made as follows:

Cumulative Cumulative
Month Penalty Interest Total
February 6% 1% 7%
March %% 2% 9%
April 8% 3% H%
May 9% 4% 13%
June 10% 5% 15%
July 12% 6% 18%

After July, penaHy remains at 12%, and interest inereases at the rate of 1% each month. In addition, if an account is delinguent i July,
a 20% attomey's collection fee is added to the total tax penalty and interest charge. Under certain circumstances, taxes which becoms
delinquent on the homestead of a taxpayer 63 years old or clder incur a penalty of 8% per annum with no additional penalties or interest
assessed. Tn general, property subject to the City's lien may be sold, in whole or in parcels, pursuant to court order to collect the amounts
due. Federal law does not allow for the collection of penalty and interest against an estate in bankruptey. Federal bankruptey law
provides that an automatic stay of action by creditors and other entities, incliding governmental units, goes into effect with the filing of
any petition in bankruptey. The automatic stay prevents governmental units ffom fereclosing on property and prevents liens for post-
petition taxes from attaching to property and obtaining secured creditor status unless, in either case, an order lifting the stay is obtained
from the bankruptcy court. In many cases post-petition taxes are paid as an administrative expense of the estate in bankrupicy or by
order of the bankruptey court.

CITY APPLICATION OF TaX CODE

The City grants an exemptlion fo the market value of the residence homestead of persons 65 years of age or oldor of §45,000; the disabled
are also granted an exemption of §45,000.

The City has granted ar. additional exemption of 14% of the market value of residence homesteads; minimum exemption of $5,000, See
Table 1 for a listing of the amounts of the exemptions described above.

Pursuant to Article V111, Section I-b of the Constitution of the State of Texas, the City has granted an ad valorem tax freeze on residence
homesteads of the disabled and of individuals sixty-five (65) years of age or older. Ad valoremtax year 2006 serves as the base valuation
year. The freeze loss for tax year 2012, 2013 and 2014 was 53,365, $50,385 and $51,145, respectively.

Ad valorem taxes are not levied by the City against the exempt value of residence homesteads.

The City does not tax nonbusiness persenal property;

Galveston County collects taxes for the City,

The City does permit spiit payments, and does not permit discounts. The City does not tax freeport property

The City has adopted a tax abatement policy,




380 AGREEMENTS

On October 10, 2014, the City entered into a Chapter 380 Economic Development lncentives Grant Agreement in order to encourage
economic development within the City. The City will provide annual payments consisting of sales tax and property tax associated with
the development through December 31, 2030 or totaling $9,346,600, whichever occurs first.

The City has also entered into six additional performance based 380 agreements with expiration dates ranging from March 2016 to
December 2022 under which the City has outstanding payments in an aggregate total of approximately $2,000,000 over the respective
terms,

TAX ABATEMENT POLICY

The City may grant up to 100% abatement of property taxes on buildings, fixed machinery and business personal property for up to ten
years. Minimum qualifications for tax abatement are §1 million in real property improvements and 15 new jobs created. Up to 50% tax
abatement may be granted for eligible projects with $500,00¢ to §1 million iu improvements and 7 jobs created.

Galveston County may join The City on projects that meet the county’s ¢ligibility requirements, Certain manufacturing or research and
development corporations may qualify for reduction in school district property taxes under the Texas Economic Development Act. This
incentive program was created in order to provide companies making a substantial capital investment to receive tax credits from
participating local school districts.

The tax abatement on the 2014 assessed valuation is 0.
TAX INCREMENT FINANCING ZONE

The City has three tax increment reinvestment zones that are currently in existence. Tax increments have been used to finance the
development of major infrastructure within the City.

The TFax Increment Reinvestment Zone No. 2 — Victory Lakes (“TIRZ No. 2”) was created with a basc year of January 1, 1999 and
encompasses an area of approximately 540 acres. The zone was enlarged in 2006 to include an additional 102 acres. Tax increments
generated within the zone will be used for capital improvemcents including streets, drainage, and water and sewer infrastructure.

The Tax Increment Reinvestment Zone No. 3 — Centerpointe (“TIRZ No. 3*) was created with a base year of January 1, 2000 and
encompasses an area of approximately 352 acres. Tax increments generated within the zone will be used for capital improvements
inchuding streets, drainage, and water and sewer infrastructure,
The Tax Increment Reinvestment Zone No. 4 — Westwood (“TIRZ No, 4”) was created with a base year of January 1, 2003 and
encompasses an area of approximately 493 acres. Tax increments generated within the zone will be used for capital improvements
including streets, drainage, and water and sewer infrastructure.

The City participates at 100% for TIRZ No. 2 and No. 3 and at 75% for TIRZ No. 4.

Incremental value created within the tax increment financing zones produces tax revenues which are not pledged to the repayment of
the Certificates, The 2014 Taxable Assessed Value within the three existing zones is equal to $308,402,525.
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TABLE ] - VALUATION, EXEMPTEONS AND GENERAL OBLIGATION DEBT

2014/2015 Market Valuation Established by Galveston Central and Harris County Appraisal Districts 8 6,680,890,135
(excluding totally exempt property)

Less Exemptions/Reductions at 100% Market Value:

Homestead Exemptions $613,078,365

Veteran Homestead Exemptions 32,302,543

Homestead Cap Adjustment 23,258,232

Cver 65 184,345,369

Disabled Persons 19,204,710

Prorated Exempt 602,439

Freeport Exemnptions 6,727,573

Pollution 14,561

Houge Bill 366 12,407

Productivity Loss 49,473,921 $ 929,020,120
2014/2015 Taxable Assessed Valuation ' $ 5,751,870,015

General Obligation Debt Payable front Ad Valerem Taxes (as of September 30, 20 14"

General Obligation Refunding Bonds 63,235,000
Combination Tax & Revenue Certificates of Qbligation 112,915,000
The Certificates 17,445,000 $ 193,595,000
Less: Self-Supporting Debt & $ 112,405,968
Net General Obligation Debt Payable from Ad Valorem Taxes $ 81,189,032
e
Estimated Interest and Sinking Fund (as of 9/30/2014) b 2,861,859
Ratio Net General Obligation Debt to Taxable Assessed Valuation 1.41%

201 5 Estimated Population - 96,209
Per Capita Taxable Assessed Valuation - $59,785
Per Capita Net General Obligation Funded Debt - §344

.(i} Includes the Certificates and the General Oblization Refunding Bonds, Series 2015 which priced on May 19, 2015,
(2) General obligation debt in the amounts shown for which repayment is provided from revenues other than ad valorem laxes. It is the City’s current
policy lo provide these payments fram respective system revenves; this palicy is subject to change in the fuhire.



TABLE} - TAXABLE ASSESSED VALUATIONS 8Y CATEGORY

Fiscal Year Ended September 30,

2015 2014 2013
% of % of % of
Category: Amount Total Amount Total Amount Total
Real Residential, Sngle- Family 5,239,216,190 78.42%  § 4,841,050,833 77.25% % 4,716,207,520 78.17%
Real, Residential, Multi-Family 248,307,320 312% 240,131,639 3.83% 235,660,210 3.91%
Real, Vacant Platted Lots/Tracts 93,197,151 1.39% 102,446,823 £.63% 100,187,391 1.66%
Real, Acreage (Land Only) 104,0:70,383 £.56% 119,547,394 1.91% 128,810,182 2.13%
Real, Farm and Ranch Improvement s 7,130,920 0.11% 7,959,220 0.13% 7,942,620 0.13%
Real, Commercial and Industrial 518,939,768 T717% 546,254,532 R.72% 492,900,506 B.17%
Real, 0il, Gas & Other M ineral Reserves 10,417 0.00% 11,010 0.00% 196,611 0.00%
Real and Intangible Personal, Utilities 85,242,301 1.28% 72,122,022 1.15% 75,289,351 1.25%
‘Tangible Personal, Busincss 307,400,135 4.60% 273,300,447 4.36% 208,448,208 3.45%
Tangible Personal, Other 5,097,336 0.08% 5,106,856 0.08% 5,091,123 0.08%
Real, Inventory 45,817,448 0.69% 36,134,684 0.58% 43,192,030 0.712%
Special Inventory 26,460,760 0.40% 22,486,720 0.36% 19,495,030 0.32%
Tatal Appraised Value Before Bxemptions  § 6,680,890,135 100.00%  § 6,266,552,180 10000%  § 6,033,415,782 "~ 100.00%
Less: Total Exemption/Reductions 929,020,120 735,332,193 693,794,386
Taxable Assessed Value $ 5,751,870,015 $ 5,531,219,985 $5,339,621,396
Fiscal Year Ended September 30,
012 L 2011
% of % of
Category Amount Total Amount Total

Real, Residential, Single-Family § 4,687,645,032 7836%  $4,576,515,793 77.33%
Real, Residential, Multi-Family 222,409,880 3.72% 231,243,020 391%
Real, Vacant Platted Lots/Tracts 101,830,382 1.70% 110,763,289 LBT%
Real, Acreage (Land Cnly) 129,793,121 2.17% 143,405,631 242%
Real, Farm and Ranch Improvements 7,802,410 0.13% 9,019,352 0.15%
Real, Commercial and Industrial 493,086,795 8.24% 498,535,723 8.42%
Real, Oil, Gas & Other M ineral Reserves 149,770 0.00% 255,071 0.00%
Real and [ntangible Personal, Utilities 69,264,362 1.16% 68,091,185 1.15%
Tangible Personal, Business 190,279,678 3.18% 197,271,968 3.33%
Tanghle Personal, Other 5,038,968 0.08% 5,538,793 0.09%
Regl, Inventory 55,764,948 0,93% 61,745,142 1.04%
Special Inventory 18,802,230 0.31% 16,137,290 0,27%
Less: Total Exemption/Reductions $ 5,081,867,576 100.00%  § 5,918,522,257 100.00%
Taxable Asscssed Value 682,798,120 680,282,857

NOTE: Vailuations shown are certified taxable assessed values reported by the Galveston Central and Harris Counly Appraisal Districts to the State
Comptroller of Public Account as of January | of the preceding calendar year. Certilied values are subject to change throughout the year as contested

$ 5200060450

vaiues are resolved and the Appraisal District updates records.

$ 5,238,239,400



TABLE 3 - VALUATION AND GENERAL OBLIGATION DEBT HISTORY

G.0. Ratio of

Fiscal Tavable Tax Dcbt G.0. Tax Debt

Year Taxable Assessed Outstanding to Taxable G.0.
Ended Estimated Assessed Valuation at End Assessed Tax Debt
9/30 Population'"! Valuation™ Per Capita of Year'? Valuation Per Capita
2010 83,560 $5,223,498,562 § 62,512 5 96,335,000 1.84% $ 1,153
2011 85,300 5,238,239,400 61,410 £07,135,000 2.05% 1,256
2012 87400 3,269,069,456 60,630 192,395,000 3.63% 2,201
2013 90,300 5,339,621,396 59,132 182,135,000 3.41% 2,017
2014 95,500 5,531,219,985 57,919 171,680,000 3.10% 1,798
2015 96,209 5,751,870,015 59,785 196,325,000 9 3429% @ 2,046 @

(1) Population estimated by the City.

(Z) Asreported by the Galveston Central and Harris Counly Appraisal District as of January 1 of the preceding calendar year. Subject t adjustments
Ihenughaut the year.

(3) Includes self-supporting debt,

(4) Includes the Cerlificates and the General Obligation Refunding Bonds, Series 2015 which priced on May 19, 2015.

TABLE 4 - Tax RATE, LEVY AND COLLECTION HISTORY

Collections in
Collected Within the Fiscal Subsequent
Total Tax Year of the Levy Years Total Collections To Date
Fiscal Tax Total Levy for Percent Percent
Year Year Tax Rate Fiscal Year Amount of Levy Amount Amount of Levy
2010 2009 $0.6300 $32,083,623 $32,560,792  98.72% 364365 $32,925,157  99.82%
2011 2010 0.6160 32,904,882 32,527,089 98.85% 314,897 32,841,986 99.81%
2012 2011 0.6100 33,366,999 32,955,026 98.77% 317,481 33,272,507 99.72%
2013 2012 0.5970 33,388,376 33,099,293 99.13% 181,957 33,281,250 99.68%
2014 2013 0.3970 34,309,359 34,061,842 99.28% 106,032 34,167,874 99.59%
2015 2014 0.5970 36,018,549 35,098,593 ") 97.45% - 35,098,593 (" 97.45%
{1y Crliections as of Apsil 30, 2015.
TFABLE 5 - TEN LARGEST TAXPAYERS
201442015 % of Total
Taxable Taxable

Assessed Assessed

Name of Taxp ayer Nature of Property Valuation Valuation

Komatsu America Corp. Equipment Rental 3 106,828,928 1.86%

Texas-New Mexico Power Utility 33,940,714 0.59%

Inland America LC Victory Lakes Developer 30,919,030 0.54%

American National Insurance Co. Insurance 24,535,750 0.43%

Excel League City LLC Retail Developer 21,997,860 1.38%

Sanstone Broadstone LP Developer 20,834,090 0.36%

GS8 Beacon Lakes LP Developer 19,080,000 0.33%

Amal§t Tuscan Lake Investors LLC  Developer 17,223,410 0.30%

Fairway At South Shore L1.C Developer 16,704,130 0.29%

GS Haven South Shore LP Developer 16,572,970 0.29%

% 308,630,882 537%




GENERAL OBLIGATION DEST LIMITATION

No general obligation debt limitation is imposed on the City under current State law or the City's Home Rule Charter (see “THE
CERTIFICATES - Tax RATE LIMITATION).

TABLE 6 - TAX ADEQUACY

M aximum Net Principal and Tnterest Requirements (2018}, vnvan i ieiie i eeid .. 5 9067614 V)
$0.16430 Tax Rate at 96% Collection Produces ........oooverriimiimiiiiimim s mnnas. 9,072,310
Average Net Principal and Interest Requirsments on outstanding debt (2015-2020)............. .~ § 8,701,476 M
$0.15760 Tax Rate at 96% Collection Produces «......voovimvrceneiirmvisnrsisisnninnn eaiin 8,702,349
Average Net Principal and Interest Requirements on outstanding debt (2021-2035)..cceviensne.. B 4,931,893 w
$0.08940 Tax Rate at 96% Collection Produess .....cooiiiivririimn i 4,936,485

(1) Includes the Certificates and the Genera! Obligation Refunding Bonds, Series 2015 which priced on May 19, 2015.

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK]
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TABLE 7 - ESTIMATED OVERLAPPING DEBT

Expenditures of the various taxing cntities within the territory of the City are paid out of ad valorem taxes levied by such entities on
properties within the City. Such cntities are independent of the City and may incur berrowings to finance their expenditures. This
statement of direct and estimated overlapping ad valorem tax bonds (“Tax Debt™) was developed from information contained in “Texas
Municipal Reports™ published by the Municipal Advisory Council of Texas, Except for the amounts relating to the City, the City has
not independently verified the accuracy or completeness of such informatior, and no person shouid rely upon such information as being
acourate or complete. Furthermore, certain of the entitics listed may have issued additional bonds since the date hereof, and such entities
may have programs requiring the issuance of substantial amounts of additional bonds, the amount of which cannot be detennined. The
following table reflects the estimated share of overlapping Tax Debt of the City.

City's
2014/2015 Total Estimated Overlapping
Taxable 2014/2015 G.0. Debt % G.0. Debt
Assessed Value Tax Rate as of 4/1/15 Applicable as of 4/1/15
City of League City "§  5,751,870,015 $ 0.597 $ 196,825,000 ™ 100.00% § 196,825,000
Bay Colony West MUD 67,977,618 1,000 5,455,000 100.00% 5,455,000
Clear Creek ISD 15,016,295,321 1L.40C 669,599,458 28.57% 191,304,565
Dickinson ISP 2,241,306,922 1.540 231,944,937 29.39% 68,168,617
Galveston Co 18,763,026,321 0.590 338,288,422 24.04% £1,324,537
Galveston Co MUD #3 207,858,513 0.120 3,575,000 100.00% 3,575,000
Galveston CoMUD #6 280,748,782 0.439 4,045,000 100.00% 4,045,000
Galveston Co MUD # 13 347,217,090 0.560 18,280,000 100.00% 18,280,000
Galveston Co MUD # 14 151,937,791 0.740 6,675,000 100,00% 6,675,000
Galveston Co MUD # 15 179,612,935 0.760 15,390,000 100.¢0% 15,390,000
Galveston Co MUD # 39 183,143,565 0.880 13,435,000 100.00% 13,435,000
Galveston Co MUD #43 191,291,552 1.000 19,350,000 1006.00% 19,350,000
Galveston Co MUD # 44 193,556,248 0,800 22,280,000 100.00% 22,290,000
Galveston Co MUD # 46 43,011,134 1.000 3,870,000 100.00% 3,870,000
Harris Co 75,309,715 0417 9,145,000 100.00% 9,145,000
Harris Co Department of Education 264,233,708,121 0.006 2,160,291,628 0.03% 648,087
Harris Co Flood Conirol Dist 264,375,475,6606 0.028 8,160,000 0.03% 2,448
Port of Houston Auth 256,602,956,381 0.017 102,539,024 0.03% 30,762
Santa Fe ISD 256,568,247,373 1.449 763,619,397 0.03% 229,086
South Shere Harbour MUD # 7 008,927,109 0.530 60,955,000 2.09% 1,273,960
Tara Glen MUD 212,959,604 0.660 3,560,600 1060.00% 3,560,000
Total Direct and Overlapping Funded Debt b 664,877,061
Ratio of Direct and Overlapping Funded Debt to Taxable Assessed Valuation 11.56%
Per Capita Overlapping Funded Debt 5 6,911

Z]m)_lnclude.‘s the Cerlificates and the General Obiigation Refunding Bonds, Series 2015 which priced on May 19, 2015, Includes self-supporting debt,
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TABLE § = GENERAL OBLIGATION DEBT SERVICE REQUIREMENTS

DEBT INFORMATION

Fiscal Total
Year Lass: Net Debt
Ending ) Gutstanding Deht Service'! The Certificates Self-Supporting Service
930 Prinigipnt Interast Totat Principal Interest Total Debt Requirements™
nis % ¥263000 - § 6,961,007 $ 15,226,007 § 6,851,382 $ 83,625
2016 9,075,000 7,263,564 16,338,564 $ 490,000 $ 757,524 s 1,247524 8,960,442 8,625,646
2017 9,815,008 6,960,915 16,775,916 550,000 646,688 1,236,688 9,539,342 8,473,262
018 10,680,000 6,620,428 17,300,428 525,000 616,313 1,241,313 9,474,127 9,067,614
2019 11,320,000 4,235,879 17,555,879 655,000 584,313 1,239,313 9,785,304 9,009,888
2020 11,435,000 5,782,616 17,217,616 650,000 550,688 1,240,683 2,800,479 8,657,824
2021 11,265,000 5,285,438 16,550,438 720,000 519,038 1,239,038 9,694,193 8,095,283
2022 14,755,600 4,769,007 16,524,007 750,000 489,638 1,235,638 9,727,859 8,035,785
2023 11,650,000 4,272,518 15,922,518 780,008 455,138 1,235,138 9,385,453 7,772,203
024 11,415,000 3,817,940 15,232,940 825,000 415,013 1,240,013 9,292,388 7,180,564
2025 £1,725,000 3,330,766 15,055,766 865,000 372,763 1,237,763 9,205,780 7,G87,74%
2026 10,645,000 2,820,500 13,465,960 900,000 337,638 1,237,618 8,260,419 6,443,113
2027 10,785,000 2,318,016 13,563,016 925,000 310263 1,235,263 8,326,945 6,011,234
2028 11,350,000 1,513,930 13,163,930 955,000 231,466 1,236,466 8442513 5,957,883
2029 11,585,000 1,334,431 12,919,431 985,000 250,538 1,235,538 8,455,894 5,699,075
2050 10,820,000 840,956 11,660,956 1,020,000 217319 1,237,319 8,518,428 4,379,547
2031 9,400,000 385438 9,785,438 1,660,000 182,219 1,242,219 1,925,391 3,192,266
2032 4,180,000 104,622 4,284,622 1,095,000 145,169 1,240,169 21,437,744 3,087,047
2033 48,000 8,100 488,100 1,130,000 (06,231 1,236,231 1,022,956 701,375
2034 1,175,000 65,159 1,240,159 1,024,013 216,147
2035 1,210,000 20,931 1,231,931 1,023,216 208,716
$187,645,000 870,926,472 £258,571472 517,445,000 $ 7,325,043 § 24,770,043 $ 157,154,268 $ 126,187,748

{1) “Cutslanding Debt™ dues nol include lease/purchase obligalions. Inclodes (e General Chligation Refimding Bonds, Series 2015 which priced on May 19, 2015
{23 A portion of the Certificates is to be self-supposting. See Table 11 "Computalion of Self-Supponting, Debi”.
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TABLE ¢ - INTEREST AND SINKING FUND BUDGET PROJECTION

Net Tax Obligation Debt Service Requirements, Fiscal Year Ending 9/30/2015 $ 8,374,625
Interest and Sinking Fund, 9/30/2014 $ 2,861,859

Budgeted Interest and Sinking Fund Collections 11,300,000

Less: Rebates to Municipal Utility Districts (2,027,000}

Less; Rebates to Tax Increment Zone (970,000)

Less: Estimated Fees (5,000)

Estimated Investment Income / Penalty & Interest - 160,000 11,319,858
Estimated Balance, 9/30/2015 5§ 2945234

(1) Includes the Certificates and the General Obligation Refunding Bonds, Series 20415 which priced on May 19, 2015, Excludes selfsuppoiting
debt,

TABLE 10 - REVENUES OF WATERWORKS AND SANITARY SEWER SYSTEM USED TO PAY GENERAL OBLIGATION DEET SERVICE

The City has outstanding contractual bonds sold by the Gulf Coast Water Authority (“GCWA™) for the benefit of the City. The
City is respensible for 100% of the cusrently outstanding $1,640,000 GCW A Water System Contract Revenuc Bonds, Series 2011F;
approximately 1.82% of the currently outstanding $14,710,000 Water System Contract Revenue Refunding Bonds, Series 2011A;
and approximately 2.01% of the currently outstanding $2,560,000 Water System Contract Revenue Refunding Bonds, Series
2011B. The contractual bonds are payable as operating expenses of the City's waterwortks system.

TABLE 11~ COMPUTATION OF SELF-SUPPORTING DupT™®
The City also ltas certain outstanding general obligation bonds and combination tax and revenue ceitificates of obligation of which

some of the proceeds were used for projects that generate revenue for subsequent repayment. The debt from these bonds and
certificates of ebligation is currently being paid in full or in part from such revenue and is listed below:

Percent Self-Supposting
Attributed to Debt

Self-Sup porting Revenue Duein 2015

Issue Revenue Source Fund Fiscal Year
General Qbligation Refunding Bonds, Seties 200¢ 100% Waterworks and Sewer System  § 430,234
Combination Tax and Revenue Certificates of Obligation, Series 2010 100% TIRZ 2 152,150
Combination Tax and Revenue Certilicates of Obligation, Series 2011 44% 4B Corporation 661,880
General Obligation Refunding Bonds, Series 2011A 41% Waterworks and Sewer Systen 450,806
General Obligation Refunding Bonds, Series 2011B 100% TIRZ3 977,400
Combination Tax and Revenus Certifications of Obligation, Series 20114 100% Walerworks and Sewer Sy stem 1,428,535
General Objgation Refunding Bonds, Serjes 2612 49% Waterworks and Sewer System 300,900

Cembination Tax and Waterworks and Sewcr Sy stem Revenue

Certificates of Obligation, Series 20]12B 100% Waterworks and Sewer Sy stem 1,409,525
General Obligation Refunding Bonds, Series 2013 T Waterworks and Sewer System 176,690
General Obligation Refunding Bonds, Series 2013A 100% PID 3 295,830
General Obligation Refunding Bonds, Series 2014A 100%% PID | 427,828
General Obligation Refunding Bonds, Series 2015 66%a Waterworks and Sewer System 159614

T 6.851,382

(1) includes the General Obligation Refunding Bonds, Series 2015 which priced on May 19, 2015.
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The debt issues described in this table are general cbligation debt for which repayment is provided from surplus net revenues of
the water and sewer system for the general obligation bonds, payments from the 4B Industrial Corparation for the Combination
Tax and Revenue Certificates of Obligation, Series 2011, payments from Tax Increment Reinvestment Zone No. 2 (“TIRZ #27}
for Combination Tax and Revenue Certificates of Obligation, Series 2010, payments from Tax Increment Reinvestment Zone No.
3 (“TIRZ #3”) for General Obligation Refunding Bonds, Scries 20118, payments from the 4B Industrial Development Corporation
for Combination Tax and Revenue Certificates of Obligation, Series 2011, payments from the Public Tmprovemnent District No. 1
(“PID #1" for General Obligation Refunding Bonds, Series 2014A and payments from the Public Improvement District No. 3
(“PID #3") for Gencral Obligation Refunding Bonds, Series 2013A. 1tis the City’s current policy to provide these payments from
such respective sources. There is no assurance that the vse of these sources to make these payments will continue in the foture, If
payments are not made from such socrees in the future, the difference will be paid for with ad valorem taxes.

Waterworks and Sewer System Computation

Net Revenines Available for Debt Service from Waterworks and Sewer System (9/30/2014) § 21,671,430
Waterworks and Sewer System Revenue Bond Reguirements (91’30/2015)“) 7,635,611
Bulance Available $ 14,035,819
Waterworks and Sewer System General Obligation Bond Requirements (9/30/2015)"") 4,336,204
Balance b 9,609,525
Percentage of Waterworks and Sewer System General Obligation Bonds Self-Supporting 100.00%

4B Industrial Corporation Computation

Gross Revenues A vailable for Pebt Service from 4B Industrial Corp. (9/30/2014) b 2,303,866
4B Industrial Corp. General Obligation Bond Requirements (3/30/2015) 061,880

Balance b 1,641,986

Percentags of 4B Industrial Corp. General Obligation Bonds Seli-Supporting 100,00%

TIRZ#2 Computation

Gross Revenues Available for Debt Service from TIRZ #2 Fund (9/30/2014) $ 3,830,092
TIRZ #2 Genetal Obligation Bond Requirements (9/30/2015) 152,150

Balance 3 3,677,042

Percentage of TIRZ #2 General Obligation Bonds Self-Supporting 100.00%

TIRZ#3 Computation

Gross Revenues Available for Debt Service from TIRZ #3 Fund (9/30/2614) S 981,714

TIRZ #3 General Obligation Bond Requirements (2/30/2015) 977,400
Balance kY 4314
Pescentage of TIRZ #3 General Obligation Bonds Self-Supporting 100.00%

PID #1 Computation

Gross Revenues Available for Debt Service from PID #1 Fund (9/30/2014) $ 578,749
PID #1 Fund General Obligation Bond Reguirements {9/30/2915) 427,828

Balance b 150,921

Percentage of PID #1 General Obligation Bonds Self-Supporting 100,00%

PID #3 Computation

Gross Revenues Available for Debt Service from PID #3 Fund (9/30/2014) Y 404,508
PID #3 Fund General Obligation Bond Requirements (9/30/2013) 205,830

Balance b 108,678

Percentage of PIT) #3 General Obligation Bonds Self-Supporting 100.00%

(1Y Inciudes the General Oblignton Refunding Bonds, Series 2015 which priced on May 19, 2015.
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TABLE 12 - AuTHorizED BUT UNISSUED GENERAL OBLIGATION BONDS

Date of Amount Issued Authorized but
Authorization ~ Purpose Authorized to Date Unissued
July 15, 1969 City Hall $ 862,250 $ 856,000 $ 6,230

September 19, 1992 Public Safety Improvements 400,000 440,000

" 162,250 8 BS6000 5 406,250

ANTICIPATED ISSUANCE OF GENERAL OBLIGATION DERT

The City does not anticipate the issuance of general obligation debt in the next 12 months. However, the City intends to issue
Certificates of Obligation debt in an amount to be determined in the niext 12 months.

TABLE 13— OTHER OBLIGATIONS

As of Septeraber 30, 2014, the City currently has no other obligations outstanding.

PENSION FUND

The City provides pension benefits for all of its full-time employees through the Texas Municipal Retitement System (“TMRS™),
a State administered pension plan. The City makes annual contributions to the plan cqual to the amounts accrued for pension
expense. (For more detailed information concerning the retirement plan, see AFPENDIX B, “EXCERPTS FROM THE CITY’S ANNUAL
FINANCIAL REPORT” - Note # IV-C)

OTHER POST-EMPLOYMENT BENEFITS

Tn addition to providing pension benefits through the Texas Municipal Retirement System (“TMRS”), the City has opted to provide
eligible retired employees with the following post-employment benefits:

e Employses retiring from the City with 20 years of servics, between the ages of 60 and 65, wiil have premiums paid at
100% by the City.

« Employess eligible to retire under TMRS as a disability retirec if they have worked with the City for a minimum of
five years and have at least 10 years of combined governmental service are eligible to have a portion of their premium
paid by the City based on their age.

The City recognizes its share of the costs of providing these benefits when paid, on a “pay-as-yon-go” basis. These payments are
budgeted annually. The amount budgeted for the fiscal year ending Scptember 30, 2015 is $62,850. The appropriation for the
fiscal year ending September 30, 2014 was §62,580, At September 30, 2014, there were 10 participants receiving benefits.

As of fiscal year 2009, the City implemented GASB Statement No. 45 “Accounting and Financial Reporting by Employers for
Post- employment Benefits Other Than Pensions.™ In preparation of GASB 45, the City commissioned an actuarial valuation of
its post- retirement benefit liability. (For more information concerning the City's post-employment benefits und a summary of the
actuarial results, see APPENDIX B, “EXCERPTS FROM THE CITY’S ANNUAL FINANCIAL REPORT” - Note #1V-D}.
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FINANCIAL INFORMATION

TasLE 14 - CHANGE INNET ASSETS

For Fiscal Year Ended Seplembuer 30,

Revenue: 2014 2013 imaz2 2011 2010
Program Revenue:
Charges for Services $§ 10,432,512 § 13,056348 & 12,971,491 $ 12,398,954  § 12,987,556
Qperating Grantg and Contributions 3,084,319 3,055,289 4,596,145 4,933,063 2,283,291
Capital Grants and Contributions 26,277,018 13,647,269 6,716,349 §.322,972 5,936,627
General Revenue:
Property Tax 3 34,603,278 § 33,655411 § 33,547,410 $ 33,116,936 $ 33,289,007
Franchise Tax 5,725,179 12,645,222 12,283,836 14,167,925 4,831,866
Sales and Uses Taxes 13,823,196 5,284,383 5,187,232 4,927,378 10,359,528
Unrestricted Investment Earmnings 51,719 122,325 201,101 146,199 192,401
Miscellaneous 1,746,482 2,272,354 1,635,709 572,180 473,164
Total Revenue $ 95,803,703 $ 84,638,601 § 76,829,279 $ 75,586,207 % 70,353,440
Expenses:
General Government $ 13318257  § 13,619,373 § 14,240,323 $ 12,458,678  § 13,532,893
Public Safety 24,139,580 14,137,487 20,758,655 22,078,186 21,024,434
Public Works 26,756,596 32,305,670 36,394,958 25,187,956 30,791,382
Community Services 8,072,245 7,279,603 6,872,442 4,243,548 6,855,694
Interest on Long-Term Debt 4,376,432 4,902,242 4,541,184 3,868,803 3,500,914
Tatal Expenses $ 76,603,110 $ 72,244,375 § 82,807,562 $ 67,757,171 $ 75705317
Increasc in Met Assets before Transfers £ 19,140,593 % 12,394,226 § {5,978,283) $ 7829036 § (5351,877)
Transfers 2,616,553 2,250,000 2,240,000 686,001 933,006
Gain/Loss on Disposition of Capital Assets - (50,572) - - .
Increase {Decrease) in Met Assets $§ 21,757,148 $ 14,593,654 § (3,738,283) $ 8515037 § (4,398,870
Net Assets at Beginning of Year 188,840,850 174,247,196 177,585,479 " 170,419,761 174,818,632
Net Assets at End of Year $210,597,998 $1BE, 840,850 $174,047,106 $17R934,708  $170,419,761

1y In the fiscal year ending September 30, 2012, the City implemented GASB Statement No. 65, Items Previously Reported as Assets and
Liabilities, In accordance with this statement, beginning net position has ben reduccd to remove previously capitalized bond issuance costs.

Restatement of Net Posilion

Beginning Net P'esition $ 178,934,798
Restatement-bond issuance cesl (249319
Beginning Net Position-restated $.177.985479
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TABLE 14A — GENERAL FUND REVENUES & EXPENDITURES

For Fiscal Year Ented September 30,

Revenues: 2014 2013 2012 2011 2010
Taxes $£39,322 980 $37,034,346 $ 36,631,388 $ 135,755,336 $34,558,480
Licenses & Perinits 3,165,889 2,579,909 2,125,034 1,785,027 2,079,481
Fines and Forfeitures 1,854,462 1,600,258 1,724,216 1,871,106 1,844,046
Intergovernmental 288,464 1,243,927 1,185,754 1,312,944 1,624,434
Charges for Services 5,209,998 4,700,707 4,635,264 4,150,633 4,312,570
Interest on Investments 28,929 22,623 33,325 47,085 74,005
Other 1,042,758 294,442 235,228 230,427 187,970
Total Revenues $50,913,480 $47,476,212 $ 46,570,209 $ 45,132,558 $ 44,680,986
Expenditures:
General Government $10,122,077 $ 10,682,448 $ 10,603,067 $ 9,585,484 $ 9,461,310
Public Safety 21,874,293 20,707,909 19,973,537 19,496,258 18,580,656
Public Works 12,315,962 11,908,510 11,823,735 11,689,655 11,629,846
Community Services 4,761,994 4,262,619 4,196,108 4,553,807 4,630,744
Capital Outlay 532,944 ] - . - -
Total Expenditures $49,607,270 $47,561,486 $ 46,596,447 § 45325204 $ 44,302,596

Excess (Deficit) of Revenues
Qver Expenditures $ 1,300,210 3 (85274) 5 (26,238) 5 (172,646) £ 378,390

Other Financing sources (Uses):
Procecds of Debt Issvance
QOpereting Transfers In § 2,351,105 $ 2,250,000 $ 2,000,000 3 2,000,000 $ 1,024,349
Operating Transfers (Cut) (3,677,084) (2,158,526) (6.342,720) (2,766,825) (675,513)
Total Other Financing Sources (Uses)  § (1,325,979) § 91474 $ (4,342,720) 7§ (766,825) & 348,336

Excess (Deficiency } of Revenues and
Other Financing Sources Over

Expenditures and Other Uses $ (19,769 § 6200  $ (4368958)  $ (939471) & 727,226
Fund Balance, Beginning of Year 16,363,119 16,356,919 20,725,877 21,665,348 20,938,122
Fund Balance, End of Year $16343350  $16363,119  $16356,919  § 20725877 $21,665348
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TapLE 15 « MUNICIPAL SALES TaX HISTORY

The City has adopted the Municipal Sales and Use Tax Act, Tax Code, Chapter 321, which grants the City the power to impose
and levy a 1% Local Sales and Use Tax within the City; the proceeds are eredited to the General Fund and are net pledged to the
payment of the Bonds. Collections and enforcements are effected throngh the offices of the Comptroller of Public Accounts, State
of Texas, who remits the proceeds of the tax, after deduction of a 2% service fee, to the City monthly. On May 7, 1994, the voters
of the City approved the imposition of an additional one-half of one percent (V2 of 1%%) for property tax reduction and another one-
quarter of one percent (% of 1%) fot the Scction 4B Industrial Devetepment Corporation which is pledged to the Sales Tax Revenue
Bond issued by the Corporation. The sales tax increase went into effect on October 1, 1994

% of Equivalent of
Fiscal Year Total Ad Valorem Ad Valorem Per
Ended 9/39 Collccted'” Tax Levy Tax Rate Capitam
2010 $11,944,243 36.33% 5 02289 $ 143
201 12,892,295 3929% 0.2420 i51
2012 14,205,178 42.66% 0.2602 163
2013 14,598,887 43.78% 0.2613 162
2014 16,127,061 46.97% 0.2804 169
(1) Provided by the City.
(2) Based on population estimates by the City.
The sales tax breakdown for the City is as follows:
4 B Industrial Development Corp oration Ya%e
Property Tax Relief Ya%
City Seles & Use Tax 1%
State Sales & Use Tax 6 Y%
Total 8%

CAPITAL IMPROVEMENT PROGRAM

The City adopts a multi-year capital improvement plan that addresses all major categories of improvements and addresses all forms
of funding. The current plan including FY2015 through FY2019 was adopted by City Council on September 9, 2014, with the first
year of the CIP io serve as jts Capital Budget for FY2015, The approved CIP includes financing plans that acconnt for all capital
funding sources, including current year pay-as-you-go cash funded projects, proceeds from prior years’ bond sales, and new funds
needed from future bond sales. The CIP includes debt service medels for fax supported and revenue supported projects to anticipate
and demonstrate the affordability of new bonds within revenue streams from existing property tax rates and water and wastewater
rates. Projects arc not included in the five year CIP unless financing can be made available through allocation of existing or
projected funding sources.

The FY2016 - FY2020 Capital Improvement Plan is currently being formulated with the anticipation of presenting to City Council
early Summer 2015.



THE SYSTEM

WATERWORKS SYSTEM

The primary water supply for the City of League City is surface water, This water is obtained from Gulf Coast Water Authority
(GCWA). The majority of the water is provided to GCWA from the City of Houston with a very small percentage coming from
the actual plast at GCWA, Fouston’s supply is from the Trinity River watershed basin while GCWA is from the Brazos River
watershed,

League City also has ground water to supplement the surface water supply. Due to subsidence agreements with the subsidence
district only 10% of the total water supply can be supplemented with ground water.

During fiscal year 2013/2014 the City pumped approximately 3.8 billion gallons of water (combined surface and ground). This
water was delivered to approximately 30,327 residences. The estimated population of League City is 96,209.

Existing Water Supply— The City maintains 9 Boester stations throughout the distribution system. These Booster stations ate
strategically placed to pravide the required demand flows throughout the distribution system.

The current water supply from Houston is provided from the Southeast Water Treatment Plant (SEWPP). League City has 22.5
million gallons per day contracted from SEWPP through Gulf Coast Water Authority. In addition, GCWA supplies 2.544 million
gallons per day. The total surface water supply volame js 25.044 million plus 5.6 million supplemental from wells.

Highway 3 Booster station is the primary Booster for the entirc City. This station receives all of the water from SEWPP and boosts
it to various parts of the City.

Elevated Storage— The City has 2 operational elevated storage tanks. Both tanks are 2 million gallon tanks, one located on South
Shore Boulevard and the ather at Rustic Oaks Subdivision.

The growth of the City has necessitated an additional elevated storage tank to be located near South Highway 96 and South Shore
Blvd. This elevated tank will be 2 million gallons.

Ground Storage— Ground storage tanks are located at 9 of the twelve Booster station locations. Two new ground storage tanks
are planned in 2015 to increase the volumes stored in the City. The combined storage capacity will be 19.4 million gallons from
13.3 million gallons. The combined elevated and ground will be 23.8 million gallons,

Booster Pumps— Booster pumps are located at the 9 booster stations, The total combined capacity shall be 24,600 gallons per
minute, (gpm).

Groundwater— The City has four wells with a combined total of approximately 5.6 million gatlons. The average depth of the
wells in the area tange from 700-800 fect,

League City is in Area 1 of the Houston Galveston subsidence district. The district requirements stipulate that in order to reduce
subsidence in the district only 10% of the surface supply can be pumped from ground water.

Distribution Svstem— The City has an array of lines as small as 2 inch up to 42 inch, All transmission lines are 24 inch and larger.
Various 12 to 18 inch lines interconnact most major transmission lines, New lines are being planned to create a complete
transmission loop around the City.

WASTEWATER SYSTEM

The City's wastewater system consists of various gravity lines from 6 inch to 54 inch, 72 [ift stations and 2 treatment plants. The
Drallas-Salmon treatment plant was recently expanded frem a 7.5 MGD plant to a 12 MGD plant. This plant serves the majority of
the City. A smaller plant located on the west side of the interstate serves the balance of the City and is rated at 0.660 MGD. This
plant is scheduled to be de-commissioned in 2015, The new Southwest Water Reclamation Facility (SWWRF) is complete and is
rated at 4.0 MGD. It serves the far west service areas of the City and will treat water for reuse on public accessible land. Dailas-
Salmon is also a piant producing reuse water and is being seld to South Share Country Club for irrigation of the golf course.
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TABLE 16 — CONDENSED STATEMINT OF OPERAFIONS

Fiscal Year Ended September 30,

Revenues: 2014 2013 2012 2011 2010
Churges for Services § 2062089  §$29,830436 $27,582,560  $30,646.567  $25,731,620
Interest Barned 54,828 120,856 357,077 196,367 214,491
Gain on Sale of Assets 11,392 2,067 0636 1,632 17,807
Other Revenues 21,014 23,618 14,172 -

Toltal Revenues § 29350223 $29976977 $27,954,454  §30,844366  $25963,918
Opcratin ErSEs:

Personnel $ 5526433 § 5580894 § 5,180,783 $ 5363971 3 5216754
Utilities 1,615,413 1,245,096 1,081,894 1,533,427 1,352,897
Repairs and Maintenance 1,074,237 1,636,262 1,439,563 1,184,800 1,150,787
Supplies 793,873 1,231,604 2,125,240 094,419 1,025,589
Contractual Services 4,985,492 4,406,481 3,901,506 4,077,368 3,595,665
Gulf Coast Water Authority Debt Service 306,970 307,467 . 387,424 797,163 758,677

$ 14302418  §14416804 §$14,125510 §13,951,148  $13,100,369

Net Revenue From Operations $ 15,047,805  $15,560,173 313,828,944  §16393418 $ 12,863,549
Tmpact Fees 6,623,624 4,426,299 2,895,100 2,134,074 2,762,532
Available for Debt Service § 21671430 519986472 $16,724,044  $19,027492 315,626,081
City's Revenue Debt Service™ $ 83,049,764 5 8,370,654 % 5,208,393 % 5207772 § 5207772
Surplus Net Revenue Available™ $ 13621666 §11,615818 $11,425651 $13819,720  $ 10,418,309
‘Water Customers 30,327 29,326 28,554 27,669 27,092
Sewer Customers 28,968 27,992 27,258 26,554 25,508

(1) Contract Revenue Bonds issued by the Gulf Coast Water Authority that are treated as an cperating expense of the System.
(2) Revenue Bonds have a prior lien on the net revenues of the Water and Sewer System,
{3) Surplus Net Revenus is available Lo pay system general cbligation debt and contract revenue debt with a surplus revenue pledge.

TABLE 17 — TEN LARGEST WATER CUSTOMERS (BASED ON GALLONS CONSUMED)

Estimated

Fiscal Year 2014 Estimated

Type of Water Usage % of Total
Customer Jndustry In Gallons Water Usage
Clear Creek Independent School Diktrict. School 86,589,000 2.23%
City of League City Municipality 46,178,000 1.19%
Tuscan Lakes CAl Community Association 20,774,000 0.77%
Westover Park Community Association 29,368,000 0.76%
Mar Bella Community, Inc. Commercial-Landscaping 23,085,000 0.60%
Fairways @ SSH HOA Commercial-Landscaping 22,891,000 0.59%
Broadstone Walker Commons Apartments 22,345,000 0.58%
Amalfi at Tuscan Lakes Apartments 19,674,000 ).51%
Haven South Shore Apartments 18,732,000 0.48%
Landmark at Emerson Park Apartments 17,805,000 0.46%
316,441,000 5.93%
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TABLE 18 - HISTORICAL WATER CONSUMPTION (GALLONS)

Fiscal

Year Estimated Water Usage (M GD) Total
Ended City Numberof = Average Peak Peak Total Water &
930 Population™”?  Customers  Day Usage Day Usage Menth Usage Usage Sewer Sales
2010 83,560 27,092 8.858 15.853 379300 3,238.000 $ 25,731,620
2011 85,300 27,669 10.908 19.038 468.527 3.976.626 30,646,567
2012 87,400 28,554 10,000 15.551 419,484 3,777.256 27,596,741
2013 90,300 29,326 10.500 17277 412,608 3385382 29,854,054
2014 95,500 30,327 10.625 18,025 417.251 3,877.456 29,201,981

(1) Population estimated by the City.

FINANCIAL POLICIES

The financial statoments of the City are prepared in conformity with the generally accepted accounting principles ("GAAP”) as
applied to government units. The Governmental Accounting Standards Board (*GASB™) is the accepted standard-setting bedy for
establishing governmental accounting and financial reporting principles. The accounts of the City are organized on the basis of
funds and account groups, sach of which is considered a separaic accounting entity, The operations of each fund are accounted for
with a separate set of seif-balancing accounts that comprise its assets, labilities, fond equity, revenues, and expenditures or
expenses, as appropriate. Resources are allocated to and accounted for in individual funds based upon the purposes for which they
are to e spent and the means by which spending activities arc controlled, The following are the City’s governmental fund types:

General Fund. . The General Fund is used to account for all financial transactions which are not accounted for in another fund.
The principal sources of revenue of the General Fund are property taxes, sales and use taxes, franchise taxes, licenses and permits,
and fines and forfeitures. Expenditures are for gereral government, public safety, public works and other community services.

Snecial Revenue Funds, . Special Revenue Funds are used to account for revenues denived from specific govemmental grants or
other revenue sources which are legally restricted or designated to finance particular activities of the City. Capital outlays are
charged to expenditures in the accounts of thess funds and capitalized in the government wide statement, as appropriate.

Debt Service Fund, . .The Debt Service Fund is used to account for the payment of interest and principal on all general long-term
debt of the City except for capital leases which are acceunted for in the General Fund, The primary source of revenue for the Debt
Service Fund is general property taxes.

Cupital Projects Funds. . .Capital Projects Funds are used to account for the receipt and expenditure of resources used for
acquisition of or improvements to majer capital assets. Principal sources of revenues are cash funding, bond sale proceeds, federal
grants and interest revenue.

Enterprise Fund. . 'The Enterprise Fund is used to account for operations of the water and wastewater division and the construction
of related facilitics. The fund is financed and operated in a manner similar to private business enterprises; where the intent of the
City is that the cost (expenses, including depreciation) of providing goods or services to the general public on a continuing basis
be financed or recovered primarily through user charges. The acquisition, maintenance and improvement of the physical plant
facilities required to provide these goods and services are financed from existing cash resources, the issuance of bonds (revenue or
general obligation), federal grants and impact fees.

fnternal Service Fund, . The Internal Service Fund is used to account for the financing of goods or services by onc department to
other departiments, on a cost reimbursement basis.

General Budgel Policies . . “The budget for the City Government shall present a complete financial plan for the ensuing fiscal year.
11 shail set forth all proposed expenditures for the administration, eperation and maintenance of alt departments and agencies of the
City Govemmient for which appropriations are required to be made or taxes levied by the City, The budget shall also include: (1)
the revenues and expenses of the water and sewer system, and such systcm may be shown in the budget as a sell-supporting
enterprise: (2) all expenditures for capital projects o be undertaken or executed during the fiscal year; (3) all interest and debt
redemption charges during the fiscal year and the actual or estimated operating deficits from prior fiscal years. In addition, the
budget shall set forth the anticipated income and other means of financing the total proposed expenditures of the City for the fiscal
year.
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Basis of Accounting . . Basis of accounting refers to the time when revenues and expenditures or expenses are recognized in the
accounts and reported in the financial statement, regardless of measurement focus applied. Governmental fund types (General,
Debt Service, Special Revenue and Capital Projects) are zecounted for on a “spending” or “financial resources” measurement focus.

Accordingly, only current assets and current liabilities are included on their balance sheets, and the reported fund balance provides
an indication of available spendable or appropriable resources. Operating statements for governmental fund types report increascs
and decreasas in available spendable resources. Proprietery fund types (Enterprise and Intemnal Service) are accounted for on an
“income determination” or “economic resources” measurement focus. Accordingly, all assets and all liabilities are included on
their balance sheets, and the reported fund cquity provides an indication of the economic net worth of the fund. Operating
statements for the Enterprise Fund report increases and decreases in total economic net worth.

The budget process begins in carly spring each year with the preparation of the Long Range Financial Forecast. The Long Range
Financial Forecast is prepared under the direction of the City Manager and presented to Council. The Long Range Financial
Ferecast includes all majors funds; General, Utility and Debt Service Funds of the City. Once the Long Range Financial Forecast
has been presented to Council, city departments present their budpgets to the City Manager forreview. The budget is prepared under
the direction of the City Manager including the Capital Budget which is based on the first year of the five-year Capital Improvement
Plan (“CIP*). The Budget and CIP are then presented to Council for review. At least ten (10) days before the beginning of the
fiscal vear, the Council must approve the budget and enact the appropriation ordinance, As soon thereafter as possible, the City
Council passes the tax Jevy ordinance and such other osdinances as may be required to make the budget effective.

INVESTMENTS

The City invests jts investable finds in investments authorized by Texas taw in accordance with investment policies approved by
the City Council of the City. Both state law and the City’s investment policies are subject to change.

LEGAL INVESTMENTS

Under Texas law, the City is authorized to invest in (1) bouds of the United States or its agencies and instrumentalities; {2) direct bonds
of the State of Texas or its agencies and instrumentalitics; {3) collateralized mortgage bonds directly issued by a federal agency or
instrurnentality of the United States, the underlying security for which is guaranteed by an agency or instrumentality of the United
States; (4) other bonds, the principal and interest of which is gnaranteed or insured by or backed by the full faith and credit of, the State
of Texas or the United States or their respective agencies and instrumentalities; (3) bonds of statcs, agencies, counties, cifies, and other
political subdivisions of any state vated as to investment quality by a nationally recognized investment rating firm not less than AA or
its equivalent; (6) bonds of deposit mecting the requirements of the Texas Public Funds Investment Act (Chapter 2256, Texas
Government Code, ag amended) that are issued by or through an institution that either has its main office or a branch in Texas, and are
guaranteed or insured by the Federal Deposit Insurance Corporation or the National Credit Union Share Insurance Fund, or are secured
as to principal by bonds described in clauses (1) through (5) or in any other manner and amount provided by law for City deposits; (7)
certain bankers' acceptances with the remaining term of 270 days or less, if the short-term bonds of the accepting bank or its parent are
rated at least A-1 or P-1 or the equivalent by at least one nationally recognized credit rating agency, (8) no-Joad money markst mutual
funds registered with and regulated by the Securities and Fxchange Commissien and include in their investment objectives the
maintenance of a stable net asset value of $1 for each share.

The City may invest in such honds directly or through government investment pools that invest solely in such bonds provided that
the pools are rated no lower than AAA or AAAm or an equivalent by at least one nationally recognized rating service. The City is
specitically prohibited from investing in: (1) bonds whose payment represents the coupon payments on the outstanding principal
balance of the underlying mortgage-backed security coflateral and pays no principal; (2) bends whose payment represents the
prineipal stream of cash flow from the underlying mortgage-backed sccurity and bears no interest; (3} collateralized
mortgage bonds that have a stated fina) maturity of greater than 10 years; (4} collateralized mortgage bonds the interest rate of
which is determined by an index that adjusfs opposite to the changes in a market index; and (5) repurchase agreements unless
through a secondary souree, i.e. an investment pool; and (6) commercial paper unless through a secondary source, i.e. an investment
pool.

INVESTMENT POLICIES

Under Texas law, the City is required to invest its funds under written investment policies that primarily emphasize safety of
principal and liquidity; that address investment diversification, yield, maturity, and the quality and capability of investment
management; and that includes a Jist of suthorized investinests for City funds, maximum allowable stated maturity of any individual
investment and the maximum average dollar-weighied maturity allowed for pooled fund groups. All City funds nust be invested
consistent with n formally adopted “Investment Strategy Statement™ that specifically addresses each funds’ imvestment. Each
Investment Strategy Statement will describe its objectives concerning; (1) suitability of investment type, (2) preservation and safety
of principal, (3) liquidity, (4) marketability of cach investment, {5} diversification of the portfolio, and (6) yield.



Under Texas law, City investments nust be made “with judgment and care, under prevailing circumstances, that a person of
prudence, discretion, and intelligence would exercise in the management of the person’s own affairs, not for speculation, but for
investment, considering the probable safety of capital and the probable income to be derived.” At least quarterly the investment
officers of the City shall subrnit an investment report detailing: (1) the investment position of the City, (2) that all investment
officers jointly prepared and signed the report, (3) the beginning market value, any additions and changes to market value and the
ending value of each pooled fund group, (4) the book value and market value of cach separately listed asset at the beginning and
end of the teporting period, (5) the maturity date of each separately invested asset, (6) the account or fund or ponled fund group for
which each individual investment was acquired, and (7) the compliance of the investment portfolio as it relates to: (a) adopted
investment stralegy statements and (b) state Jaw. No person may invest City funds without exprese written anthority from the City
Couneil.

ADDITIONAL PROVISIONS

Under Texas law the City is additionally required to: (1) annually review its adopted policies and strategies; (2) require any
investment officers” with personal husiness relationships o relatives with firms seeking to sell secarities to the entity to disclose
the relationship and file a statement with the Texas Ethics Commission and the City Council; (3) require the registered principal of
firms secking to sell securities to the City to: (a) receive and review the City’s investment policy, (b) acknowledge that reasonable
controls and procedures have been implemented to preclude imprudent investment activities, and (c} deliver a written statement
attesting to these requitements; (4) perform an annual audit of the management controls on investruents and zdherence to the City’s
investment policy; (5) provide specific investment training for the Treasurer, Chief Financial Officer and investment officers; (6)
restrict reverse repurchase agreements to not more than 90 days and restrict the investment of reverse repurchase agreement funds
to o greater than the term of the reverse repurchase agreement; (7) resirict its investment i mutual furds in the aggregate to no
more than 15 percent of its monthly average fund balance, excluding bond proceeds and reserves and other funds held for debt
service, and to invest no portion of bond proceeds, reserves and funds held for debt service, in mutual funds; and (8) require local
povernment investment pools to conform to the new disclosurs, rating, net asset value, yicld calculation, and advisory board
requirements.

TABLE 19— CURRENT INVESTMENTS

As of March 31, 2015 the City’s investable funds were invested in the following categories:

Percent
Description of Total Book Value Market Value
Cash 1.41% 3 1,864,445 b 1,864,445
TexPeol 54.56% 72,307,086 72,307,086
TexSTAR 31.55% 41,804,002 41,804,002
Portfolio Investments 7.70% 10,210,272 10,174,816
Certificates of Deposits 4,78% 6,333,841 6,333,841
100.00% $ 132,519,646 £ 132,484,190
TAX MATTERS

TAX EXEMPTION

The delivery of the Certificates is subject to the opinion of Bond Counsel to the effect that interest en the Certificates for federal
income tax purposes (1) will be excludable flom gross inceme, as defined in section 61 of the Internal Revenue Code of 1986, as
amended to the date of such opinion (the “Code™), pursuant to section 103 of the Code and exisling regulaticns, published rulings,
and court decisions, and (2) wili not be ineluded in computing the alternative minimum taxable income of the owners theresof who
are individuals or, except as hereinafter described, corporations. A form of Bond Counsel's opinion is reproduced as Appendix C.
The statutes, regulations, rulings, and court decisions on which such opinion is based are subject to change.

Interest on the Certificates owned by a carporation wilt be included in such corporation’s adjusted current earnings for purposes of
caleulating the alternative minimum taxable income of such corporation, other than an S corporation, a qualified mutual fund, a
real estate investment trust, a rea] estate mortgage investment conduit, ora {inancial asset securitization investment trust (“FASIT”).
A corporation’s altemative minimum taxable income s the basis on which the alternative minimum tax imposed by Section 35 of
the Code will be computed
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In rendering the foregoing opinions, Bend Counsel will rely upon representations and certifications of the City made in a certificate
duted the date of delivery of the Certificates perizining to the use, expenditure, and investment of the proceeds of the Certificates
and will assume confinuing compliance by the City with the provisions of the Ordinance subsequent to the issuance of the
Centificates. The Ordinance contains covenants by the City with respect to, among other matters, the use of the proceeds of the
Certificates and the facilities financed therewith by persons other than state or local governmental units, the manner in which the
proceeds of the Certificates are to be invested, the periodic calculation and payment to the United States Treasury of arbitrage
“profits” from the investment of the proceeds, and the reporting of certain information to the United States Treasury. Failure to
comply with any of these covenants may cause intercst an the Certificates to be includable in the gross inceme of the owners thereof
from the date of the issuance of the Certificates.

Rond Counsel’s opinion is not a guarantee of a result, but represents its legal judgment based upon its review of existing statutes,
regulations, published ralings and court decisions and the representations and covenants of the City described above. No muling
has been sought fom the Internal Revenue Service (the “Service”) with respect to the matters addressed in the opinion of Bond
Counsel, and Bond Counsel’s opinion is not binding on the Service. The Service has an ongoing program of auditing the tax-
exempt status of the interest on tax-exempt obligations. Jfan audit of the Certificates is commenced, under current procedures the
Servics is likely to treat the City as the “taxpayer,” and the owners of the Certificates would have no right to participate in the audit
process. In respanding to or defending an audit of the tax-exempt status of the interest on the Certificates, the City may have
different or conflicting interests from the owners of the Certificates. Public awareness of any fufure audit of the Certificates could
adversely affect the value and lquidity of the Certificates during the pendency of the audit, regardless of its ultimate outcome.

Except as described above, Bond Counsel expresses no other opinion with respect to any other federal, state or local tax
consequences under prosent law, ot proposed legislation, resulting from the receipt or accraal of interest on, or the acquisition or
disposition of, the Certificates. Prospective purchasers of the Certificates should be aware that the ownership of tax-exempt
obligations such as the Certificates may result in collateral federal tax consequences to, among others, financial institutions, life
insuranee companies, property and casualty insurance companies, certain foreign corporations doing business in the United States,
S corporations with subchapter C earnings and profits, individual recipients of Social Security or Railroad Retirement benefits,
individuals otherwise qualifying for the earned income tax credit, owncrs of an interest in a FASIT, and taxpayers who may be
deemed to have incurred or continued indebtedness o purchase or carry, or who have paid or incurred certain expenses allocable
to, tax-exempt obligations, Prospective purchasers should consult their own tax advisors as to the applicability of these
consequences to their particular circumstances.

Existing law may change to reduce or climinate the benefit to holders of the Certificates of the exclusion of interest on the
Certificates from gross income for federal income tax purposes. Any proposed legislation or administrative action, whether or not
taken, could also affect the value and marketability of the Certificates. Prospective purchasers of the Certificates should consult
with their own tax advisors with respect to any proposed or fixfure changes in tax [aw.

TAX ACCOUNTING TREATMENT OF DISCOUNT AND PREMIUM ON CERTAIN CERTIFICATES

The initial public offering price of the Certificates maturing in the years 2027 through 2035 (the “Discount Certificates™) is less
than the amount payable on such Certificates at maturity. An amount equal to the difference between the initial public offering
price of a Discount Certificate (assuming that a substantial amount of the Discount Certificates of that maturity are sold to the
public at such price) and the amount payable at ymaturity constitutes original issae discount to the initial purchaser of such Discount
Certificate. A portion of such original issue discount allocable to the holding period of such Discount Certificate by the initial
purchaser wil}, upon the disposition of sueh Discount Certificate (including by reason of its payment at maturity}, be treated as
interest excludable from gross income, rather than as taxable gain, for federal income tax purposes, on the same terms and
conditions as those for other interest on the Certificates described above under “TAX EXEMPTION.” Such interest is considered
to be accrued actuarially in accordance with the constant interest methed over the life of a Discount Certificate, taking into account
the seriannual compounding of accrued interest, at the yicld to maturity on such Discount Certificate and generally will be
allocated to an initial purchaser in a different amount from the amount of the payment denominated as interest actually received by
the initial purchaser during the tax year.

Bowever, such interest may be required to be taken into account in determining the altcrnative minimum taxable income of a
corporation, for purposes of calculating a corperation’s altemative minimum tax imposed by Section 55 of the Code, and the
amount of the branch profits lax appticable to certain foreign corporatiens doing business in the United States, even though there
will not be a corresponding cash payment. In addition, the accrual of such interest may result in certain other eollateral federal
income tax consequences to, among others, financial institutions, life insurance companies, property and casually insurance
companies, S corporations with “subchapter C” sarnings and profits, individual recipients of Social Security or Railroad Retirement
beefits, individuals otherwise qualifying for eamed income tax credit, owners of an interest in a FASIT, and taxpayers who may
he deemed to have incarred or continued indcbtedness to purchase or carry, or who have paid or incurred certain expenses allocable
to, tax-exempt obligations. Moreover, in the event of the redemption, sale of cther taxable disposition of'a Discount Certificate by
the initial owner prior to maturity, the amount realized by such awner in excess of the basis of sucl Discount Certificats in the
hands of such owner {adjusted upward by the portion of the original issue discount allocable to the period for which such Discount
Certificate was held) is includable in gross income.
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Owners of Discount Certificates should consult with their own tax advisors with respect to the determination of accrued original
issue discount on Discount Certificates for federal income tax purposes and with respect to the state and local tax consequences of
owning and disposing of Discount Certificates. It is possible that, under applicable provisions governing determination of state
and local income taxes, accrued interest on Discount Certificates may be deemed to be received in the year of accrual even though
there will not be a corresponding cash payment,

The initial public offering price of the Certificates maturing in the years 2016 through 2025 (the “Premium Certificates”) is greater
than the amount payable on such Certificates at maturity. An amount equal to the difference between the initial public offering
price of a Premium Certificate (assuming that a substantial amount of the Prerium Certificates of that maturity are sold to the
public at such price) and the amount payable at maturity constitutes premium to the initial purchaser of such Premium Certificates.
The basis for federal income tax purpeses of a Premium Certificate i the hands of such initial purchaser must be reduced each
year by the amortizable bond premium, although no federal income tax deduction is allowed as a result of sueh reduction in basis
for amertizable bond premiom. Such reduction in basis will increase the amount of any gain (or decrease the amount of any loss}
to be recognized for federal income tax purposes upon a sale or other taxable disposition of a Premium Certificate. The amount of
premium which is amertizable each year by an initial purchaser is determined by using such purchaser’s yield to maturity.

Purchasers of the Premium Certificates should consult with their own tax advisors with respect to the determination of amortizable
bond premium cn Premium Certificates for federal income tax purposes and with respect to the state and local tax consequences of
owning and disposing of Premium Certificales.

CONTINUING DISCLOSURE OF INFORMATION

In the respective Ordinance, the City has made the following agreement for the benefit of the holders and beneficial owners of the
Certificates. The City is required to observe the agreement for so long as il remains obligated to advance funds to pay the
Certificates. Under the agrecment, the City will be obligated to provide certain updated financial information and operating data
annually, and timely notice of spccified material events, to the Municipal Securities Rulemaking Board (the “MSRB™).

ANNUAL REPORTS

The City will provide certain updated financial information and operating data to the MSRB through EMMA, The informaticn to
be updated includes all quantitative financial information and operating data with respect to the City of the general type included
in this Official Statement under Tables numbersd I through 6 and 8 through 19 and in Appendix B. The City will update and
provide this information within six months after the end of each fiscal year ending in and after 2015,

The financial information and operating data to be provided may be set forth in full in one or more documents ot may be included
by specific reference to any document available to the public on the MSRB’s Internet Web site or filed with the United States
Securities and Exchange Commiission (the “SEC™), as permitted by SEC Rule 15¢2-12 (the “Rule”). The updated information will
include audited financial statements, if the City commissions an audit and it is completed by the required time. 1f audited financial
staternents are not available by the required time, the City will provide unaudited financial statements by the required time and
audited financial statements when and if such audited financial statements become available, Any such financial statements will
be prepared in accordance with the accounting principles described in Appendix B or such other accounting principles as the City
may be required to empley from time to time pursuant to State law or regulation.

The City’s current fiscal year end is Septernber 30. Accordingly, it must provide updated information by March 31 in each year,
unless the City changes its fiscal year, If the City changes its fiscal year, it will notify the MSRB through EMMA of the change.

MATERIAL NOTICES

The City will also provide notices of certain events to the MSRB through EMMA, of any of the following events with respect to
the Bonds in a timely manaer, and not more than 10 business days after accurrence of the event, The City will provide notice of
any of the following events with respect to the Bonds, if such event is material to a decision to purchase or scll Bonds: (1) principal
and interest payment delinquencies; (2) non-payment related defaults, if material; (3) unscheduled draws on debt service reserves
reflecting financial difficulties; (4) unscheduled draws on credit enhancements reflecting financial difficulties; (5) substitution of
credit or liquidity providers, or their failure 1o perform; (6) adverse tax opinions, the issuance by the Internal Revenue Service of
proposed or final determinations of taxability, Notices of Proposed Issue (IRS Form 5701-TEB), or cther material notices of
determination with respect to the tax-exempt status of the Bonds, or other material events affecting the lax-exempl slatus of the
Bonds; (7) madifications to rights of halders of the Bonds, if material; (8) bond or certificate calls, if material, and tender offers;
(9) defeasances; (19} release, substitution, or sale of property sceuring repayment of the Bonds, if material; (11) rating changes;
(12) bankruptcy, inselvency, receivership, or similar event of the City, which shall occur as described below; (13) the
consummation of a merger, conselidation, or acquisition invelving the City or the sale of all or substantially all of its assets, other
than in the ordinary course of business, the entry into of a definitive agreement to undertake such an action or the termination of a



definitive agreement relating to any such actions, other than pursuant to its terms, if material; and (t4) appointment of a successor
or additional trustee or the change of name of a trustes, if material.

For these purposes, any event deseribed in the imimediately preceding paragraph (14) is considered to cccur when any of the
following oceur: the appointment of a receiver, fiscal agent, or similar officer for the City in a proceeding onder the United States
Bankruptey Code or in any other proceeding under state or federal law in which a court or governmental authority has assumed
jurisdiction over substantially all of the assets or business of the City, or if such jurisdiction has been assumed by leaving the
existing governing body and officials or officers in possession but subject to the supervision and orders of a court or governmental
authority, or the entry of an order confinming a plan of reorganization, airangement, or liquidation by a court or governmental
autherity having supervision or jurisdiction over substantially all of the assets or business of the City. Neither the Bonds nor the
Bond Ordinance make any provision for debt service reserves, credit enhancement ot liquidity enhancement. In addition, the City
will provide timely notice of any failure by the City to provide information, data, or financial statements in accordance with ifs
agreement described above under “Annual Reports.”

AVAILABILITY OF INFORMATION FROM MSRB

The City has agreed to provide the foregoing information only to the MSRB, The MSRB has made the information available to
the public without charge through EMMA at www.emma.tasrb.org.

AMENDMENTS

The City may amend its continuing disclosure agreement fiom time to time to adapt to changed circumstanices that arise from a
change in legal requirermnents, a change in law, or a change in the identity, nature, status, or type of operations of the City, if (i) the
agreement, as amended, would have permitted an underwriter to purchase or sell Certificates in the offering described herein in
compliance with the Rule, taking info account any amendments or interpretations of the Rule to the date of such amendment, as
well as such changed circumstances, and (ii) either (a) the holders of a majority in aggregate principal amount of the outstanding
Certificates consent to the amendment or (b) any person unaffiliated with the City (such as nationally recognized bond counsel)
determines that the amendment will not materially impair the interests of the holders and bencficial owners of the Certificates, as
applicable. The City may also amend or repeal the provisions of this continuing disclosure agreement if the SEC amends or repeals
the applicable provisions of the Rule or a court of final jurisdiction enters judgment that such provisions of the Rule are invalid,
but anly if and to the extent that the provisions of this sentence would not prevent an underwriter from lawfully purchasing or
selling Certificates in the primary offering of the Certificates, as applicable. If the City so amends the agieement, it has agreed to
include with ¢he next financial information and operating data provided in accordance with its agreement described above under
“Annual Reports” an explanation, in narrative form, of the reasons fer the amendment and of the impact of any change in the type
of financial information and operating data so provided.

COMPLIANCE WITB PRIOR UNDERTAKINGS

The City has complied in all material respects with all continuing disclosure agreements made by it in accordance with SEC Rule
15¢2-12 for the last five years except as described in this paragraph. The annual financial information and operating data of the
City for fiscat vear 2011 was not timely filed. The City has subsequently filed the missing information, including a actice of late
filing, and has put certain administrative procedures in place to help ensure timely compliance with it annual obligations in the
future,

OTHER INFORMATION
RATINGS

The Certificates and presently outstanding general obligation debt of the City are rated “Aa2” by Moody's Investors Service, Inc.
(“Moody's™) and “AA™ by Standard & Poor's Ratings Services, A Division of McGraw-Hill Companies, Inc. (“S&P™), without
regard to oredit enhancement, An explanation of the significance of such ratings may be obtained from the company furnishing
the rating. The ratings reflect only the respective views of such organizations and the City makes no representation as to the
appropriateness of the ratings, There is no assurance that such ratings will continue for any given period of time or that they will
not be revised downward or withdrawn entirely by {either or both) of such rating companies (company), if in the jadgment of either
or both companies, circumstances so warrant, Any such downward revision or withdrawal of such ratings, or either of them, may
have an adverse effect on the market price of the Certificates.

LITIGATION

It is the opinion of the City Attorney and City Staff that there is no pending litigation against the City that would have a material
adverse financial impact upon the City or its operations.
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REGISTRATION AND QUALIFICATION OF CERTIFICATES FOR SALE

The sale of the Certificates has not been registered under the Federal Securities Act of 1933, as amended, in reliance upon the
exemption provided thereunder by Section 3(a)(2); and the Certificates have not been qualified under the Securities Act of Texas
in reliance upon various exemptions contained therein; nor have the Centificates been qualified under the securities acts of any
jurisdiction, The City assumes no responsibility for qualification of the Certificates under the secuities laws of any junisdiction in
which the Certificates may be sold, assigned, pledged, hypothecated or otherwise transferred. This disclaimer of responsibility for
qualification for sale or other disposition of the Certificates shall not be construed as an interpretation of any kind with regard to
the availability of any exemption from securities registration provisions.

LEGAL [NVESTMENTS AND ELIGIRILITY TO SECURE PUBLIC FUNDS IN TEXAS

Section 1201.041 of the Public Security Procedures Act (Chapter 1201, Texas Government Code) provides that the Centificates are
negotiable instruments governed by Chapter 8, Texas Business and Commerce Code, and are legal and authorized investments for
insurance companics, fiduciaries, and trustees, and for the ginking funds of municipalities or other political subdivisions or public
agencies of the State of Texas. With respect to investment in the Certificates by municipalities or other political subdivisions or
public agencies of the State of Texas, the Public Funds Investment Act, Chapter 2256, Texas Government Code, requires that the
Certificates be assigned a rating of “A” or its equivalent as to investment quslity by a national rating agency. See “OTHER
INFORMATION - RATINGS” herein. In addition, various pravisions of the Texas Finance Code provide that, subject to a prudent
investor standard, the Centificates are legal investments for state banks, savings banks, trust companies with at capital of ane million
dollars or more, and savings and loan associations, The Certificates are eligible to sccure deposits of any public funds of the State,
its agencies, and its political subdivisions, and are legal security for those deposits to the extent of their market value. No review
by the City has been made of the laws in other states to determine whether the Certificates are legal investments for various
institutions in those states.

LEGAL OPINIONS AND NO-LITIGATION CERTIFICATE

The City will furnish a complete transcript of proceedings incident to the authorization and {ssuance of the Certificates, including
the unqualified approving legal opinion of the Attorney General of Texas approving the Initial Certificate and the effect that the
Cerlificates are valid and legally binding abligations of the City, and based upon cxamination of such transcript of proceedings,
the approving legal opinion of Bond Counsel, fo like effect and to the effect that the interest on the Certificates will be excludable
from gross jncome for federal income tax purposes under Section 103(a) of the Code, subject to the matters described under “ TAX
MATTERS” herein, including the alternative minimum tax on corporations. The customary closing papers, including a certificate
to the effect that no litigation of any nature has been filed ot is then pending to restrain the issuance and delivery of the Certificates,
or which would affect the provision made for their payment or security, or in any manner questioning the validity of said Certificates
will also be fisnished. Bond Counsel was not requested to participate, and did not take part, in the preparation of the Official
Statement, and such firm has not assumed any responsibility with respect thereto or undestaken independently to verify any of the
information contained therein, except that, in its capacity as Bond Counsel, such firm has reviewed the information describing the
Certificates in the Official Statement to verify that such description conforms to the pravisions of the Ordinance. The legal fee 1o
be paid Bond Cemsel for services rendered in connection with the issuance of the Cextificates is contingent on the sale and delivery
of the Certificates. The legal opinion will accempany the Certificates deposited with DTC or will be printed on the Certificates in
the event of the discontinuance of the Book-Entry-Only System.

AUTHENTICITY OF FINANCIAL DATA AND OTHER INFORMATION

The financial data and other information contained herein have been obtained from City records, audited financial statements and
other sources which are believed to be reliable. Thers is no guarantee that any of the assumptions or estimates contained herein
will be realized. All of the summaries of the statutes, documents and resolutions contained in this Official Statement are made
subjeet to all of the provisions of such statutes, documents and resolutions, These summaries do not purport to be complete
statements of such provisions and reference is made o such documents for further information. Reference is made to original
docurnents in ajl respects.

FINANCIAL ADVISOR

First Southwest Company, LLC, is employed as Financial Advisor to the City in connection with the issuance of the Certificates,
The Financial Advisor's fee for services rendered with respect to the sale of the Certificates is contingent upon the issuance and
delivery of the Certificates. First Southwest Company has agreed, in its Financial Advisory contract, not to bid for the Certificates,
eitlier independently or as a member of a syndicate organized to submit a bid for the Certificates, First Scuthwest Company, inits
capacity as Financial Advisor, does not assume any responsibility for the information, covenants and representations contained in
any of the legal documents with respect to the fisderal income tax status of the Certificates, or the possible impact of any present,
pending or futurc actions taken by any legislative or judicial bodies.




The Financial Advisor to the City has provided the following sentence for inclusion in this Official Statement. The Financial
Advisor has reviewed the information in this Official Statement in accordance with, and as part of, its responsibilities to the City
and, as applicable, to investors under the federal securities laws as applied to the facts and circumstances of this transaction, but
the Financial Advisor does not guarantee the accuracy ot completeness of such information.

INITIAL PURCHASER

After requesting competitive bids for the Certificates, the City accepted the bid of Fidelity Capital Markets, (the “Initial Purchaser™)
to purchase the Certificates at the interest rates shown on the inside front covet of this Oificial Statement at a purchase price of
100,00% of the principal amount thereof plus a premium of $775,198.65. The Initial Purchaser will be obligated to purchase all of
the Certificates if any Certificates are purchased. The Certificates to be offered to the public may be offered and sold to certain
dealers (including the Initial Purchaser and other dealers depositing Certificates into investment trusts) at prices lower than the
public offering prices of such Certificates and such public offering prices may be changed, from time to time, by the Initial
Purchaser.

FORWARD-LOOKING STATEMENTS DISCLAIMER

The statements contained in this Official Statement, and in any other information provided by the City, that are not purely historical,
are forward-looking statements, including statements regarding the City's expectations, hopes, intentions, or strategies regarding
the fiture. Readers should not place undue reliance on forward-looking statements. All forward-Jooking statements ineluded in
this Official Statement are based on information availabls to the City on the date hereof, and the City assumes no obligation to
update any such forward-looking statements. The City's actual results sould differ materially from those discussed in such forward-
looking staternents.

The forward-looking statements included herein are necessarily based on various assumptions and estimates and are inherently
subject to vaticus risks and uncertainties, including risks and uncertainties relating to the possible invalidity of the underlying
assumptions and estimates and possible changes or developments in social, economic, business, industry, market, legal, and
regulatory circumstances and conditions and actions taken or omitted to be taken by third parties, including customers, suppliers,
business partners and competitors, and legislative, judicial, and other governmental authorities and officials. Assumptions related
to the foregoing involve judgments with Tespect to, among other things, future economic, competitive, ind market conditions and
future business decisions, all of which are difficult or impossible to predict accurately and many of which are beyond the control
of the City. Any of such assumptions could be inaccurate and, therefore, there can be no assurance that the forward-looking
staternents included in this Official Statement will prove to be aceurate,

MISCELLANEOUS

The financial data and other information contained herein have baen obtained from the City's records, audited financial staterments and
other sources which are believed to be reliable. There is no guarantee that any of the assumptions or estimates contained herein will
be realized. All of the summaries of the statutes, documents and resolutions contained in this Official Statement are made subject fo
all of the provisions of such statutes, documents and resclutions, These summaries do not purport to be complete statements of such
provisions and reference is made to suct: documents for further information. Reference is made to original documents in all respects.

The Ordinance authorizing the issuance of the Certificates will also approve the form and content of this Official Statement, and any
addenda, supplement or amandment therete, and authorize its firther use in the reoffering of the Certificates by the Initial Purchaser(s).

CERTIFICATION OF THE OFFICIAL STATEMENT

At the time of payment for and deljvery of the Certificates, the City will furnish a certificate, executed by proper officers, acting in
their official capacity, to the effect that 1o the best of their knowledge and belief: (a} the descriptions and statements of er pertaining
to the City contained in its Official Statement, and any addenda, supplement or amendment thereto, on the date of such Official
Statement, on the date of sale of said Certificales and the acceptance of the best bid thercfor, and on the date of the delivery, were
and are true and correct in all material respects; (b} insofar as the City and its affairs, including its financial affairs, are concerned,
such Official Statement did not and dees not contain an untrue statement of a material fact ot omit to state a material fact required
to be stated therein or necessary to make the statements therein, in the tight of the circumstances under which they were made, not
misleading; (¢) insofar as the descriptions and statements, including financial data, of or pertaining to entities, other than the City,
and their activities contained in such Official Statement are concerned, such statements and data have been obtained from sources
which the City believes to be reliable and the City has no reasen to believe that they are untrue in any material respect; and (d)
there has been no material adverse change in the financial condition of the Cily since the date of the last audited fivancial statements
of the City.

The Ordinance authorizing the issuanee of the Certificates will zlso approve the form and content of this Official Statement, and

any addenda, supplement or amendmen thereto, and authorize i1s fusther use in the reoffering of the Certificates by the Initial
Purchaser.
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APPENDIX A

GENERAL INFORMATION REGARDING THE CITY



THE CiTY

The City is located in the north contral part of Galveston County and part of Harris County five miles south of the city limits of
Housten, Texas. The City was incorporated December 9, 1961 and adopted its Home Rule Charter Match 27, 1962, The City
provides basic municipal services to jts citizens including fire and police protection, ambulance service, water, sanitary sewer and
garbage services, library, parks and recreational facilitics.

ECONOMICS

The City is located approximately 14 to 20 miles from the industrial and petrochemical complexes located in Harris County along
the Houston Ship Channel and approximately 10 miles from the petrochemical refineries located in Texas City in Galveston County.
National Aeronautics and Space Administration’s (“NASA™), Johnson Space Center is located fust north of the City in Harnis
County. In addition, residents find employment in the numerous retail and serviee establishments located in the City and
surrounding area.

BUILDING PERMITS
Fiscal Year Residential Commercial Total
Ended 9/30'™° Gross Valne Gross Value Gross Value
2008 C T8 152247419 § 191,206,441 $ 343,453,860
2009 117,751,909 39,936,940 157,688,849
2010 145,502,081 11,486,880 156,988,961
2011 129,701,416 15,256,600 144,558,016
2012 135,708,582 22958177 158,666,759
2013 195,800,814 41,947,205 237,838,019
2014 188,426,865 93,709,677 282,136,542

W) Provided by the City
EDUCATION

The City is located primarily within the Clear Creek Independent Schoel District which consists of 26 elementary schools, 10
intermediate schools, and 7 high schools.

Higher education institutions serve the local area, including the University of Houston-Clear Lake, located three miles from the
City. The University of Houston-Clear Lake, constructed on a 524-acre site, has an 8,200 student enrollment and includes four
schools: The School of Human Sciences and Humanities, the School of Business, the School of Education, and the School of
Sciences and Computer Engineering. These four schools offer undergraduate degrees in 39 fields of study, master’s degrees in43
fields of study and one doctoral degree.

The College of the Mainland, a junior college located on a 200-acte campus in Texas City, is less than ten miles from the City near
the intersection of FM1764 and State Highway 3,

HEALTUCARE AND FACILITIES

The greater Houston-Galveston region is noted for the availability of exceptional hospital and medical care. The League City —
Clear Lake area is served by two modem hospitals with Life Flight capability. The Clear Lake Regional Medical Center represents
over 4C rmedical specialties and associated scrvices including open heart surgery, Level 1Tlb Neonatal Intensive Care Linit and
comprehensive cardiovascular services.

TRANSPORTATION

The City has convenient access to several interstate and major U3 highways. Interstate Highway 45 passes directly through the
City giving access to other transpostation routes such as Interstate Highway 10, US Highways 59 and 290, and State Highways
288,225 and 146, The area’s trucking industry is well-integrated with the Port of Houston, Houston Intercontinertal Airport, Hobby
Airport, Ellington Field, and the mainline railroads serving the arca. Each draws from the others while supporting the others. The
Houston Ajrport System is 9th largest in the United States and 18th largest in the world. The Houston Bush Intercontinental Airport
rartks 11th in the U.S, for international passengers. The City is served by Union Pacific Railroad who operates one main line
tiwrough the City with daily service.



JOHUNSON SPACE CENTER

The Johnson Space Center (JSC) of NASA, which was responsible for NASA’s prior space shuttle program and remains the central
control point for the space station project, is an important part of the Clear Lake City area economy. The JSC Civil Service
workforce consists of about 3000 employess, the majority of whom are professional engincers and scientists. Of these,
approximately 110 are astronants. The Johnson Space Center is an attraction to over 50 private companies who act as subcentractors
to provide contract personnel to JSC.

Serack CENTER HousTON

The $70 miltion Space Center Housten, a visitor's center designed by Walt Disney Imagineering, opencd in the fall of 1992. It isa
project of the non-profit Manned Space Flight Education Foundation, Inc. in eollaboration with the NASA space center. The
project is a “hands-on” experience center presenting the inspirational story of human space exploration and behind-the-scenes tours

of the space center complex.

MaJOR EMPLOYERS IN LEAGUE C17Y

Number of
_ _ Employer Nature of Business ~ Employses
Clear Creek Independent School District School District ' 5,788
American National Insurance Insurance 733
H.E.B. Supermarket 623
City of League City Government 560
Krogers Sup ermarket 374
Walmart Retail 311
Inecos Olefing & Poly mers M anufacturer 250
Devereaux Texas Treatment Network Hospital 213
Harborview Care Center Assisted Living Center 145
Home Depot Sup ermerket 140

Source: the City.

THE COUNTY

The City lies primarily within Galveston County (the “County”) which is located on the upper Texas coast of the Gulf of Mexico.
The County comprises a land area of 430 square miles, including Galveston Island, the Mainland and Bolivar Peninsula. The
official establishment of Galveston County dates back te May 15, 1838, when Sam Houston, the President of the Republic of Texas,
approved an article passed by the Congress, establishing the “County of Gaiveston.” The 2010 census population was 291,309 an
increase of 16.45% over Z000.

Galveston County has a diversified economy based on manufacturing, oil and gas production, shipping, agriculture, commereial
fishing and tourism. The Galveston County Mainland area is the center of one of the most important industrial concentrations on
the Gulf Coast of Texas. Major industries located at Texas City and La Marque include BP, Marathon-Ashland Petroleum, Valero
Refining, Sterling Chemicat, Dow Chemicals, International Specialty Products, and others,

The County is home to the world’s largest dog racing complex. The site consists of 100 acres and includes a clubhouse with full-
service dining. The track seats 8,100 people and has a total capacity of 15,200, Construction of the $40-million facility was
completed in the fall of 1992 and races began immediately.



EMPLOYMENT STATISTICS

League City
Year  Labor Force Total Unemployment Rate
2009 38,301 35,884 247 631%
2010 46,343 43,204 3,139 6. 7%
2011 48,030 44,749 3,281 6.83%
2012 49,376 46,606 2,770 5.61%
2013 51,115 48,505 2,610 5.11%
204 52,156 50,050 2,106 4,04%
2015 52,310 50,410 1,899 3.63%
{1 As of March 3§, 2015
Source: Texas Workforce Commission
Galveston County
Year  Labor Force Total Unemployment Rate
2009 140,480 128,942 11,538 8.21%
2010 147,321 133,867 13,454 9.13%
2011 149,737 136,532 13,205 8.82%
2012 153,242 141,557 11,683 7.63%
2013 156,333 145,662 10,671 6.83%
2014 159,108 150,302 8,806 5.53%
20050 159,160 151,385 7,775 4.89%

713 As of March 31, 2015
Source: Texas Workforee Commission



APPENDIX B

EXCERPTS FROM THE
CITY OF LEAGUE CITY, TEXAS
ANNUAL FINANCIAL REPORT
For the Year Ended September 30, 2014
The information contained in this Appendix consists of excerpts from the City of
League City, Texas Amual Financial Report for the Year Ended Septermber 30, 2014, and is

not intended to be a complete statement of the City's financial condition. Reference is made
to the complete Report for further information,
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INDEPENDENT AUDITOR'S REPORT

To the Honorable Mayar,
City Council Members of the
City of City of League City, Texas

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the
business-type activities, the aggregate discretely presented component units, each maijor fund
and the aggregate remaining fund information of the City of League City, Texas (the City), as of
and for the year ended September 30, 2014 and the related notes fo the financial statements,
which collectively comprise the City's basic financial statements as listed in the table of
contents.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial
statements in accordance with accounting principles generally accepted in the United States of
America; this includes the design, implementation, and maintenance of internal control relevant
to the preparation and fair presentation of financial statements that are free from material
misstatement whether due to fraud or error.

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the
United States of America and the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States.
Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statemenis are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor's
judgment, including the assessment of the risks of material misstatement of the financial
statements, whether due to fraud or error, in making those risk assessments, the auditor
considers internal control relevant to the City's preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the effectiveness of the City's internal control.
Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting
estimates made by management, as well as evaluating the overall presentation of the financial
statements.

AN INDEPENDENT MEMBER OF WEAVER AND TIEWELL L.L.P. 24 GREENWAY PLAZA SUITE 1800 HOUSTOM TX 77046
BAKER TILLY INTERNATIONAL CERTIFIED PUBLIC ACCOUNTANTS AND ADVISCRS P:713.850.8787 F:713.860.1673



To the Honorable Mayor,
City Councii Members of the
City of City of League City, Texas

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinions.

Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects,
the respective financial position of the governmental activities, the business-type activities, the
discretely presented component unit, each major fund, and the aggregate remaining fund
information of the City as of September 30, 2014 and the respective changes in financial
position, and, where applicable, cash flows thereof for the year then ended in accordance with
accounting principtes generally accepted in the United States of America.

Other Matters
Required Supplemental Information

Accounting principles generally accepted in the United States of America require that the
Management's Discussion and Analysis, Schedule of Revenues, Expenditures, and changes in
Fund Balances — Budget and Actual — General Fund and schedules of funding progress,
identified as Required Supplementary Information on the table of contents, be presented to
supplement the basic financial statements. Such information, aithough not a part of the basic
financial statements, is required by the Governmental Accounting Standards Board, who
considers it to be an essential part of financial reporting for placing the basic financial
statements in an appropriate operational, econamic, or historical context. We have applied
certain limited procedures to the Required Supplementary Information in accordance with
auditing standards generally accepted in the United States of America, which consisted of
inquiries of management about the methods of preparing the information and comparing the
information for consistency with management's responses to our inquiries, the basic financial
statements, and other knowledge we obtained during our audit of the basic financial statements.
We do not express an opinion or provide any assurance on the information because the limited
procedures do not provide us with sufficient evidence to express an opinion or provide any
assurance,

Other Information

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the City's basic financial statements. The introductory section, combining
and individual nonmajor fund statements and schedules, and statistical section are presented
for purposes of additional analysis and are not required parts of the basic financial statements.



To the Honcrable Mayor,
City Council Memhers of the
City of City of League City, Texas

The combining and individual nonmajor fund statements and schedules are the responsibility of
management and were derived from and relate directly to the underlying accounting and other
records used to prepare the basic financial statements. Such information has been subjected to
the auditing procedures applied in the audit of the basic financial statements and certain
additional procedures, including comparing and reconciling such information directly to the
underlying accounting and other records used to prepare the basic financial statements or to the
basic financial statements themselves, and other additional procedures in accordance with
auditing standards generally accepted in the United States of America. In our opinion, the
combining and individual nonmajor fund statements and schedules are fairly stated in all
material respects in relation to the basic financial statements as a whole.

The introductory and statistical sections have not been subjected to the auditing procedures
applied in the audit of the basic financial statements and, accordingly, we do not express an
opinion or provide any assurance on them.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated
March 23, 2015, on our consideration of the City's internal control over financial reporting and
on our tests of its compliance with certain provisions of laws, regulations, contracts, and grant
agreements and other matters. The purpose of that report is to describe the scope of our
testing of internal controt over financial reporting and compliance and the results of that testing,
and not to provide an opinion on internal control over financial reporting or on compliance. That
report is an integral part of an audit performed in accordance with Government Auditing
Standards in considering the City’s internal control over financial reporting and compliance.

Laauen and) Didenstl LLE.
WEAVER AND TIDWELL, LLP.

Houston, Texas
March 23, 2015



Management’s Discussion and Analysis
(Unaudited)

The purpose of the Management's Discussion and Analysis (MD&A) is to give the readers an
objective and easily readable analysis of the financial activities of the City of League City
(the City) for the year ending September 30, 2014. The analysis is based on currently known
facts, decisions, or economic conditions. It presents short and long-term analysis of the City's
activities, compares current year results with those of the prior year, and discusses the positive
and negative aspects of that comparison. Certain reclassifications of prior year balances were
made to align with current year presentation. Please read the MD&A in conjunction with the
transmittal letter at the front of this report and the City's financial statements, which follow this
section.

THE STRUCTURE OF OUR ANNUAL REPORT

Components of the Financial Section

- Management's A . Required
Discussion and B?:tggsggal Supplementary
Analysis | Information
Independent Government- Wide Fund Financial Component Notes to the
Auditors’ : Financial usrlat ‘ anfsa Unit Financial Financial
Report Statements eme Statements Statements

Summary < J> Detail

The City’s basic financial statements include (1) government-wide financial statements,
(2) individual fund financial statements, and (3) notes to the financial statements. This report
also includes supplementary information intended to furnish additional detail to support the
basic financial statements themselves.

Government Wide Statements

The government-wide statements report information for the City as a whole. These statements
include transactions and balances relating to all assets, including infrastructure capital assets.
These statements are designed to provide information about cost of services, operating results,
and financial position of the City as an economic entity. The Statement of Net Position and the
Statement of Activities, which appear first in the City's financial statements, report information
on the City's activities that enable the reader to understand the financial condition of the City.



These statements are prepared using the accrual basis of accounting, which is similar to the
accounting used by most private-sector companies. All of the current year's revenues and
expenses are taken into account even if cash has not yet changed hands.

The Statement of Net Position presents information on all of the City's assets, liabilities, and
deferred inflows/outflows of resources, with the difference reported as net position. Over time,
increases or decreases in net position may serve as a useful indicator of whether the financial
position of the City Is improving or deteriorating. Other non-financial factors, such as the City’s
property tax base and the condition of the City’s infrastructure, need to be considered in order to
assess the overall health of the City.

The Statement of Activities presents information showing how the City's net position changed
during the most recent year. All changes in net position are reported as soon as the underlying
event glving rise to the change occurs, regardless of the timing of related cash flows, and using
the full accrual method rather than modified accrual that is used in the fund level statements.

The Statement of Net Position and the Statement of Activities divide the City's financials into
two classes of activities:

1. Governmental Activities include the City's tax-supported services, police and fire
protection (public safety), streets, drainage (public works), community services,
and genera! administrative services {general government), and interest payments
on the City's tax-supported debt. Property tax, sales tax, franchise taxes,
municipal court fines, and permit fees fund most of these activities.

2. Business-Type Activities include the City's water and wastewater services, as
well as interest payments on debt issued for water and wastewater
improvements. Charges for services cover all or most of the cost of these
activities.

The government-wide financial statements include not only the City itself (known as the primary
government), but also a legally separate industrial development corporation and a legally
separate volunteer fire department for which the City is financially accountable. Financial
information for these component units is reported separately from the financial information
presented for the primary government itself. The tax increment reinvestment zones and public
improvement districts, although also legally separate, function for all practical purposes as a
department of the City and, therefore, have been included as an integral part of the primary
government.

The government-wide financial statements can be found after the MD&A.

FUND FINANCIAL STATEMENTS

Funds may be considered as operating companies of the parent corporation, which is the City.
They are usually segregated for specific activities or objectives. The City uses fund accounting

to ensure and demonstrate compiiance with finance related legal reporting requirements. The
City uses two fund types - governmental and proprietary.



Governmental Funds

Governmental funds are used to account for essentially the same functions reported as
governmental activities in the government-wide financial statements. However, unlike the
government-wide financial statements, governmental fund financial statements focus on
near-term inflows and outflows of spendable resources as well as on balances of spendable
resources available at the end of the year. Such information may be useful in evaluating the
City's near-term financing requirements.

Because the focus of governmental funds is narrower than that of the government-wide financial
statements, it is useful to compare the information presented for governmental funds with similar
information presented for governmental activities in the government-wide financial statements.
By doing so, readers may better understand the long-term impact of the government’s near-term
financing decisions. Both the governmental fund balance sheet and the governmental fund
statement of revenues, expenditures, and changes in fund balances provide a reconciliation to
facilitate this comparison between governmental funds and governmental activities.

The City maintains 39 individual governmenta! funds. Information is presented separately in the
governmental fund balance sheet and in the governmental fund statement of revenues,
expenditures, and changes in fund balances for the general fund, debt service fund, and
certificates of obligation 2012 fund, which are considered to be major funds for reporting
purposes. The remaining governmental funds are combined into a single, aggregated
presentation. Individual fund data for each of these non-major governmental funds is provided
in the form of combining statements in this report.

The City adopts an annuai appropriated budget for its general fund, debt service fund and 13 of
the special revenue funds. Budgetary comparison schedules have been provided to
demonstrate compliance with these budgets.

Proprietary Funds

The City maintains two types of proprietary funds. Enterprise funds are used to report the same
functions presented as business-type activities in the government-wide financial statements.
The City uses enterprise funds to account for its water distribution and wastewater
collectionftreatment operations. The proprietary fund financial statements provide separate
information for the water distribution and wastewater collection/treatment operations. The basic
proprietary fund financial statements can be found in the basic financial statements of this
report.

The City also uses internal service funds to account for its motor pool services, employee
insurance, and employee benefits. These internal service funds have been inciuded within
governmental activities in the government-wide financial statements.

Notes to Financial Statements

The notes to the financial statements provide additional information that is essential to a full
understanding of the data provided in the government-wide and fund financial statements. The
notes are the last section of the basic financial statements.



Qther Information

In addition to basic financial statements, MD&A, and accompanying notes, this report also
presents certain Required Supplementary [nformation (RSl). The RSl includes a budgetary
comparison schedule for the general fund and schedules of funding progress for the Texas
Municipal Retirement System and other post-employment benefits for healthcare. RSl can be
found after the basic financial statements.

GOVERNMENT-WIDE FINANCIAL ANALYSIS

As noted earlier, net position may serve over time as a useful indicator of the City’s financial
position. Assets and deferred outflows of resources exceeded liabilities by $398,631,498 as of
September 30, 2014 for the primary government. This compares with $361,040,627 from the
prior fiscal year. The largest portion of the City’s net position, 86%, reflects its investments in
capital assets (e.g., land, buildings and improvements, equipment, construction in progress, and
infrastructure), less any outstanding debt used to acquire those assets. The City uses these
capital assets to provide services to citizens; consequently, these assets are not available for
future spending. Although the City's investment in its capital assets is reported net of related
debt, it should be noted that the resources needed to repay this debt must be provided from
other sources, since the assets themselves cannot be used to liquidate these liabilities.

Statement of Net Position:

The following table reflects the condensed Statement of Net Position:

Total
Governmental Business-Type Primary
Acfivities Activities ] Goverrment
204 2013 2014 ) 2013 2014 2013
Current and other assets $60672460 § 67260385  § B2,263960 § 94307340  §151995629  § 184567726
Capital assets, nat 278,034,820 234,756,075 257,157 886 236,053,131 535,192,708 470,809,208
Total Assels $347707288  §322036460  §339421,048  $ 330,360,471 5687128335  § 652,396,931
Deferred charges on refuring 1,169,423 1,215,968 506,323 562,162 1,875,746 1778127
Total defarred outflow )
of resources 1,169,423 1,215,965 508,323 562,162 1,675,746 1,778,127
Long-tarm Habilities 124,817,009 126,694,674 144,672,228 151,927,775 269,489,237 278,622,449
Other [Fabilitiss 13,461,705 7,716,901 7,221,641 6,795,081 20,683,346 14,511,682
Total liabilitles 138778714 13441575 151,333,869 158,722,858 790,172,563 293,134,431
Net Position;
Net investmant in
caphtal assets 172,448,008 158,272,342 171411,024 143,851,297 343,860,032 302,123,639
Restricted 13,276,158 11,660,329 8,708,138 B,728.270 21,984,298 20,398,569
Unrestricted 24,872,831 18,908,179 7,914,337 18,620,210 32,787,168 38,528,389
Total net position $210507998  §108840,850  §188,033500 §172193,777  §398,631498  § 381,040,627




A portion of the primary government's net position, $21,984,298, or 5.5%, represents resources
that are subject to external restriction on how they may be used. The remaining balance of
unrestricted net position, $32,787,168, or 8.2%, may be used to meet the City's ongoing
obligation to citizens and creditors.

The City’s total net position increased by $37,590,871 during the current fiscal year. This
increase included $39,817,941 in capital grants and contributions.

Statement of Activities:

The following table provides a summary of the City's changes in net position.

Total
Governmental Business-Type Primary
Actlvitles Actlvitlies _ Govemmaent
2014 2013 o 2044 2013 2014 2013
Revenues
Program revenues:
Charges for sarvices § 10432512 & 10104883 § 20284003 5 29854054 § 30716515 $ 30,958,937
Operating grants and confibutions 3,084,319 3,855,289 - - 3,084,319 3,955,280
Capltal grants and contributions 26,217,048 16,590,735 12,540,523 9,183,573 38,817,941 25,782,308
Goneral revenuss:
Ad valorem {axes 34,663,278 33655410 - . 34,583,270 33,655410
Sales taxes 13,823,196 12,513,332 - - 13,923,198 12,513,332
Franchise and local taxes 5,725,179 6,416,273 " - 5,725,119 5,418,273
Investment asmings 51,719 122325 54,828 120,856 108,547 243,181
Cther revermie 1,746,482 2,272,354 - - 1746482 2.272,354
Total revanues 95,803,703 84,628,601 42,879,754 48,158 483 138,683 457 123,797,084
Expanses
General government 13,318,257 14,286,527 v - 13,318,257 14,288,527
Public safety 24,139,580 22,777 502 . - 24,139,680 22,777,502
Public warks 26,756,596 23,051,561 - - 28,756,595 23,051,561
Community services 8,072,245 7,217,115 - - 8,072,245 7217415
Interast and fiscal chargea 4,376,432 4,952,242 “ - 4,376,432 4,302,242
Water and sewer ) - . 24,440 868 24,798,849 24,440,868 24,798,849
Tolal expenses 76,663,110 72,204,947 24,440,868 24,788,849 101,103,578 97,093,796
Excess {deficiency} of revanues
evar (under) expanses 14,140,593 12,343,654 18,438,888 14,359,634 37,579,472 26,703,288
Transfens inffout} 2,616,655 2,250,000 (2,618,555) {2,250,000) - -
Galn (foss) on sele of capltal assets - - 11,392 2067 11,302 2067
Changes [n nat poslifon 21,757,148 14,533,654 15,833,723 12111,71 37,690,8M 26,705,355
Beglnning net pesiton 186,840,850 174,247 196 172,198,777 160,080,078 361,040,627 334,335,272
Endlng net position $ 210507998 5 1BA.B4UBSC  § 188033500  § 172198777 § 398,631,498 5 361,040,627




Governmental Activities - Revenues
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For the year ended September 30, 2014, total revenues from governmental activities were
$95,803,703, compared with $84,638,601 in the prior year. This $11,165,102 increase is due to
increases in capital grants and contributions of $9,678,283 coupled with increases in ad valorem
taxes $1,007,868, sales taxes $1,309,864, franchise and local taxes $308,906, and charges for
services $327,629. These gains were offset somewhat by declines in operating grants and
confributions ($870,970), investment earnings (370,606) and other revenue ($525,872).

While City Council adopted property tax reduction through increased local option homestead
exemption, ad valorem revenue continues to increase through expanded residential and
commercial development, along with overall increases in property values. Sales tax revenue
increased as a result of a boost in retail sales in the area due to continued improvement in
econormic conditions and growth in retail development in the City.

Capital grants and contributions increased for governmental activities by $9,678,283 due to an
increase in centributions from developers.



Gevernmental Activities - Expenses

Public safety
31%
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Governmental expenses increased by $4,368,163. This increase is primarily due to increased
cost in public safety, with the addition of 10 new officers in the department, increased spending
in public works related to street, sidewalk and solid waste activities, and Increased costs in
community services related to the operation of new park facilities.

Business Type Activities - Revenues and
Expenses

$50,000,000 -
$45,000,000
$40,000,000 -
$35, 000,000 -
$30,000,000 -
$25,000,000 -
$20,000,000
$185,000,000
§10,000,000
5,000,000
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= Tofel Revermay
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2084 2013

Overall, business-type activity revenues increased by $3,721,271 from the prior period,
including a $4,357,350 increase in ‘capital grants due to an increase in contributions of
infrastructure from developers and a decrease in charges for service of $570,051. The
decrease in service revenue is due to a decline in water sales for the year ended
September 30, 2014. While the number of customers increased by over 3%, total consumption
declined during a ternperate year.
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FINANCIAL ANALYSIS OF THE CITY’S FUNDS

As noted earlier, fund accounting is used to demonstrate and ensure compliance with
finance-related legal requirements.

Governmental Funds — The focus of the City's governmental funds is to provide information on
near-term inflows, outflows and balances of spendable resources. Such information is useful in
assessing the City’s financing requirements. In particular, unassigned fund balance may serve
as a useful measure of the City’s net resources available for spending at the end of the year.

The City's governmental funds reflect a combined fund balance of $52,449,153. This balance is
restricted, assigned and unassigned as follows:

Nonspendable $ 20,074
Restricted for
Debt service 2,861,859
Capital projects 11,335,672
Municipal court 49,529
Hotel occupancy tax 685,116
Emergency management 180,350
Public access channel 813,488
Tax increment reinvestment zone 6,747,296
Public improvement district 1,927 473
Assigned to
Operating reserve 13,138,608
Special revenue funds 2,683,408
Capital projects funds 9,253,281
Unassigned 2,753,001
$ 52,449153

There was a decrease in the combined fund balance of all governmental funds of $23,383,432
from the prior year. This is due to the $24,725,039 decrease in fund balance in the Certificates
of Obligation 2012 fund as capital projects were constructed with these funds. The general fund
balance decreased by $19,769 and the debt service fund balance decreased of $212,502.
Meanwhile, the nonmajor governmental funds increased the total fund balance by $1,573,878.
This was primarily due to an increase in fund balance in the miscellaneous capital project fund.

The general fund is the chief operating fund of the City. At the end of the current year, total fund
balance reached $16,343,350. As a measure of the general fund’s tiquidity, it may be useful to
compare total fund balance to total fund expenditures. Total fund balance represents
32.9% of general fund operating expenditures. At year end, the City’s 90 day operating reserve
was $13,138,608, representing 26.5% of general fund operating expenditures.

Proprietary Funds — The City's proprietary funds financial statements provide the same type of
information found in the government-wide financial statements, but in more detail.

11



GENERAL FUND BUDGETARY HIGHLIGHTS

The amended budget included a planned decrease in General Fund balance of $3,185,544.
The final fund balance for the year decreased $19,769. Actual revenues exceeded the
amended budget by $1,631,970 spread across various revenue lines. Actual sales tax revenue
exceeded the amended budget amount by $523,196, building permits fees exceeded budget by
$661,039, and fines and forfeitures exceeded hudget by $284,462. The remaining revenue
lines showed positive budget variances, with the exception of ad valorem taxes, franchise fees,
charges for services and investment earnings.

Actual expenditures were under the amended budget by $1,516,284. This positive variance
from the amended budget was primarily a result savings within the personnel category due to

vacant positions during the year and departments displaying restraint and good stewardship in
purchasing supplies and equipment.

CAPITAL ASSETS

At the end of the current year, the City’s governmental and business-type activities had invested
$535,192,706 in a variety of capital assets and infrastructure (net of accumulated depreciation).
This represents a net increase of $64,383,500 from prior year.

Major capital asset events during the current year include the following:

Developer contributions of infrastructure in the amount of $21,319,896 for governmental
activities and $13,540,923 for business-type activities

Public Safety Facility and Jail construction in the amount of $18,468,960

South Highway 3 Water Booster Station construction in the amount of $9,562,078
Calder Road 39-inch waterline rehabllitation construction in the amount of $2,689,156
Hometown Heroes Park construction in the amount of $2,132,378

Emergency Medical Services Westside Station construction in the amount of $2,100,066
Brookport Drive Extension construction in the amount of $1,813,347

South Shore Harbour Pump Station Expansion construction in the amount of $1,511,768

More detailed information about the City's capital assets is presented in Note 5 to the financial
statements.
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LONG-TERM DEBT

At the end of the current year, the City had total bonds and certificates of obligation outstanding
of $250,840,000. Of this amount, $48,485,000 was general obligation debt, $73,090,000 was
revenue bond debt, $127,625,000 was certificates of obligaticn, and contract revenue bonds
accounted for the remaining $1,640,000. Current underlying ratings on both General Obligation
and Water and Sewer System Revenue Bonds are Aa2 and AA from Moody's Investors Servica
and Standard and Poor's, respectively.

More detailed information about the City’s long-term liabilities is presented in Note 6 to the
financial statements.

ECONOMIC FACTORS AND NEXT YEAR'S BUDGET

League City, like the region in which it is located, has been characterized by steady leng-term
growth, resilient economic performance, and a climate and geography considered attractive to
families and businesses. In recent years, the City has experienced growth significantly above
its historical trend that coincided with the national housing boom and regicnal energy boom. In
the late 2008, the “Great Recession” occurred, slowing growth in the region and in League City
as well. In spite of job losses at NASA’s Johnson Space Center that occurred between 2010
and 2013, the City experienced an increase in its growth rate from 2.3% in 2010 to 3.8% in
2014,

While the energy industry has be hit hard by the precipitous drop in oil prices, the Houston
economy as a whole, and League City specifically, seem poised to weather the storm. With
other sectors of the economy continuing to recover, and energy jobs being replaced, in part, by
a construction boom, the Houston area expects to continue to do well. Meanwhile, League City
continues to see new construction growth in all types of property. Sales tax continues to grow
at record levels, indicating a strong local economy.

The City's financial planning and reporting processes to monitor the impact of the economy on
major revenues have continued into fiscal year 2015. Sales taxes continue to be systematically
compared with water customers, energy employment, local business conditions, and growth in
the local retail base to better understand current trends in this valatile revenue source. The City
continues to plan long-term. A five year operating forecast, Long Range Financial Forecast
(LRFF), is prepared annually measuring the impact of economic change and program demands
on the operating budget. The LRFF also includes a study of debt capacity using conservative
growth and interest rate assumptions that is used to provide a financing plan for the five year
capital improvement plan.

To date, revenue and expenditure trends are tracking closely with budget assumptions. Major
revenue sources are generally on budget and expenditures appear to be within budget.

CONTACTING FINANCIAL MANAGEMENT

This financial report Is designed to provide a general overview of the finances of the City.
Questions concerning this report or requests for additional financiat information should be
directed to the Office of the Finance Director, 300 West Walker, League City, TX, 77573,
telephone 281-554-1368, or for general City information, visit the City's website at
www leaguecity.com.
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BASIC FINANCIAL STATEMENTS



CITY OF LEAGUE CITY, TEXAS
STATEMENT OF NET POSITION

ASSETS
Cash and equity In pooled cash
Investrmeants
Receivables, net
Restricted cash and cash equivalents
Rastricted investments
Inventories
Prepaid items
Intemal balances

Capital assels
Non-depreciable
Net depreciable capital assets
Total capital assets
Total assots

DEFERRED QUTFLOWS OF RESOURCES
Deferred charge on refunding
Total deferred outflows
of resources

Total assets and deferred
ocutfiows of resources

LIABILITIES
Accounts payable and accrued liabilities
Customer deposits
Accrued interest payable

Noncurrent kabilities
Due within one year
Due in more than a year
Total noncurrent liahilities
Total liabilities

NET POSITION
Net investment in capital assets
Restricted for
Debt sarvice
Municipal court
Hatel occupancy tax
Emergency management
Public access channel
Tax increment reinvestrment
Public imprevement district
Unrestricted
Total net position

The Notes to the Basic Financial Statements
are an integral part of these statements.

SEPTEMBER 30, 2014

Primary Government
Governmental Business-Typa L Component
Activities Activities Total Units
$ 57394045 % 4384440 $ 61,7784B5 § 6,209,133
4,522,586 1,610,375 6,132,961 «
7,712,526 4,858,305 12,570,831 539,784
- 65,183,821 65,183,821 -
- 8,037,786 6,037,766 .
21,306 190,365 211,671 -
20,074 - 20,074 -
1,932 (1,932) - -
69,672,469 82,263,160 151,835,628 6,748,917
58,847,061 42,710,807 101,557,858 -
219,187,769 214,447,078 433,634,848 -
278,034,820 257,157,886 535,192,706 =
347,707,289 339,421,046 687,128,335 6,748,917
1,169,423 506,323 1,675,746 -
1,169,423 506,323 1,675,748 -
348,876,712 339,927,369 658,804,081 6,748,917
12,876,674 8,708,730 18,585,404 729,929
14,049 757,199 771,248 B
570,882 755,712 1,326,694 -
13,461,705 7,221,641 20,683,346 728,929
10,334,244 7,044,375 17,378,619 -
114,482,765 137,627,853 252,110,618 -
124,817,009 144,672,228 269,489,237 -
138,278,714 151,893,869 290,172,583 729,929
172,449,008 171,411,024 343,860,032 ~
2,872,807 8,708,139 11,681,048 -
49,529 - 49,529 -
£85,116 - 685,116 -
180,350 - 180,350 -
813,488 - 813,488 -
6,747,296 - 6,747,286 -
1,927,473 - 1,927 473 -
24,872,831 7,914,337 32,787,168 6,018,988
$ 210697958 § 185033500 § 398431488 % 6,018,988
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CITY OF LEAGUE CITY, TEXAS
STATEMENT OF ACTIVITIES
YEAR ENDED SEPTEMBER 30, 2014

‘Program Revenues
Operating Capital
Charges for Grants and Grants and
Functions/Programs Expenses Services Confributions  Contributions
PRIMARY GOVERNMENT
Governmental activities
General govemment $ 13318257 % 5562884 % 48908 § -
Public safety 24,139,580 1,695,460 582,787 -
Public works 26,756,598 2.677,025 479,900 26,277,018
Cammunity services 8,072,245 497,143 1,972,724 -
Interest and fiscal agent fees 4,376,432 - - -
Total governmental activities 76,663,110 10,432,512 3,084,319 28,277,018
Businass-type actlvitles
Water and sewer 24,440,668 29,284,003 - 13,540,923
Total business-type acfivities 24,440 868 29,284,003 ) - 13,640,923
Total primary government 101,103,978 39,716,515 3,084,319 39,817,941
COMPONENT UNITS
Governmental actlvities 4,012,807 - 176,055 -
Total component units $ 4012807 % - [ 176055 § -
GENERAL REVENUES
Ad valorem taxes
Sales taxes
Franchise and local taxes
investment eamings
Other revenues

Gain on disposal of capital assels
Transfers
Total general revenuss and transfers
Change in net position
Beginning net position
Ending net position

The Motes to the Basic Financial Statements
are an integral part of these statements.
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Net {Expense) Revenue and Changes in Net Position

Primary Government
Governmental Business-Type Component
Activities Activities Total Units
3 (7,706465) § - $ (7.706465) §$ -
(21,861,333) - (21,861,333) -
2,677,347 - 2,677,347 -
(5,602,378} - (5,602,378) -
(4,376,432) - {4,376.432) -
(36,869,261) - (36,869,261) -
- 18,384,058 18,384,058 -
- 18,384,058 18,384,068, -
(36,869,261} 18,384,068 {18,485,203) -
- - o (3,836,752)
- - - (3,836,752)
34,663,278 - 34,663,278 -
13,823,198 - 13,823,198 2,303,866
5,725,179 - 5725179 -
51,719 54,828 106,547 5,573
1,746,482 - 1,746,482 -
- 11,392 11,382 -
2,616,555 (2,616,555} = -
58,626,409 (2,550,335} 58,076,074 2,309,439
21,757,148 15,833,723 37,590,871 (1,527,313)
188,840,850 172,199,777 361,040,627 7,546,301
$ 210,507,098 & 188033500 § 398,631,408 § 6,018,988
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CITY OF LEAGUE CITY, TEXAS
BALANCE SHEET — GOVERNMENTAL FUNDS

SEPTEMBER 30, 2014
Total
Genaral Debt Cortificates of Nonmajor Govemmantal
Fund Sarvice Obligation 2012  Govemmental Funds
ASSETS )
Cash and equity in pooled cash $ 10836847 § 2605482 & 12476561 § 29403240 §  55411,740
investments 4,068,630 250,000 - 203,956 4522566
Receivables, net 6,366,536 475,302 - 870,688 1,112,526
Due from other funds 508,860 - - 22,714 531,574
Prepald tems 20,074 _ - - - 20,074
Total assets 5 21900547 & 34207¢4 § 12476561 § 30500598 § 65108500
LIABILITIES
Accounts payabla and accrued fabilities § 3460077 $ 76,88 §  T614TT3 5 1639142 § 12,799,180
Customer deposits 14,048 = - . 14,048
Due to other funds - 22,714 - 456,739 479,453
Total llabilities 34831028 98,902 76471 2,095,881 14,282 582
DEFERRED INFLOWS OF RESOURCES
Unavailable revenue - court fines and warrants 587,097 - - - 597,047
Unavailable reverue - refuse 581,586 * - - 581,588
Unavailable revenus - property taxes 805,386 460,033 - 35 1,268,435
Unavailabla revanue - special assessments - s - 19546 19,545
Tolal deferred Inflows of resources 197401 460,033 - 22,561 2456,665.
FUND BALANCES
Nenspendable
Prepaid items 20074 - - - 20,074
Restricted for
Deabt service - 2,861,859 - - 2,861,859
Capital projacts - . 4,861,788 8,473,884 11,336,672
Municlpat court - = - 48,529 49,529
Hotel occupancy tax - - - 685,116 685,116
Emergency management - - - 180,350 180,350
Public access chanmel . - - 813,488 813,488
Tax increment reinvestment zona N - - 6,747,296 6,747,296
Public improvement district - . . 1,927,473 1927473
Assigned to
Operating reseve 13,138,608 f . - 13,138,608
Special revenue funds : z - 2 683406 2,683,406
Capiaf project funds - - 9,253,281; 9,253,281
Unassigned 3,184,668 - - (431.,667) 2,153,001
Total fund balances 16,343,350 2861 859 4,861,788 28,382,156 52,449,153
Tetal liabilities, deferrad inflows of
resources, and fund balances 5 MBOLET 0§ 3420794 § 12476561 § 20500598 § 68,198,500

The Notes to the Basic Financial Statements
are an integral pari of these statemnents.
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CITY OF LEAGUE CITY, TEXAS

RECONCILIATION OF THE GOVERNMENTAL FUNDS BALANCE SHEET
TO THE STATEMENT OF NET POSITION

SEPTEMBER 30, 2014

Total fund balances - governmental funds

Amounts reported for governmental activities in the statement of net
position are different because:

Capital assets used in governmental activities are not current
financial resources and therefore are not reported in the
governmental funds.

Capital assets - non depreciable

Capital assets - depreciable

58,847,061
213,784,684

Other long-term assets are not available to pay for current
period expenditures and, therefore, are reported as
unavailable revenue in the govemmental funds.

Internal service funds are used by management fo charge
the costs of certain capital assets fo individual funds. The
assets and liabilities of the internal service fund are
included in the govemmental activities in the statement of
net position.

Some liabilities, including bonds payable as well as
deferred ourflows of resources, are not reported in the
governmental funds.

Accrued interest

Deferred charge on refunding

Non-current liabilities due in one year

Non-current liabilities due in more than one year

(570,982)
1,169,423
(10,334,244}
(114,482,765)

Net position of governmental activities

The Notes 1o the Basic Financial Statements
are an integral part of these statements.
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$ 52,449,153

272,631,735

2,456,665

7,279,013

(124,218,568}

$ 210,597,998




CITY OF LEAGUE CITY, TEXAS
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN
FUND BALANCES — GOVERNMENTAL FUNDS
YEAR ENDED SEPTEMBER 30, 2014

Total
Ganeral Debt Cortificates of Nonmajor Governmental
Fund .. . Service QObligation 2012 Governmental Funds
REVENUES ’
Ad valoram taxes $ 20416091 $ 11838049 § - $ 2416854 § 34,670,594
Sales taxes 13,623,196 - k3 - 13,823,106
Franchise and local taxes 4,802,144 B . 220,071 5,122,215
Other taxes 181,549 - - 421,415 602,964
Licenses and permits 3,165,989 - - - 3,165,689
Flres and forfeltures 1,854 462 . - 157,673 2,012,135
Charges for services 5,209,993 - - 296,107 5,506,105
Other revenlle 1,042,756 - - 1,310,650 2,353 408
Contributions - 786,024 - 4,129,514 4,915,538
Assessments n . B 2,216,155 2,216,156
[nvestment eamings 28,929 3,233 7,752 11,112 51,026
Intergovernmental 288,464 - - 474,562 763,026
Total revenues 50,013,480 12,627,306 ... 7,752 11,854,113 75,202,651
EXPENDITURES
Current
General govermnmsnt 10,122,077 2,412,437 « 498,317 13,030,831
Public safely 21,874,293 - - 154,933 22,028,226
Public works 12,315,962 = - 8,098,601 20,414,563
Commirnity services 4,761,994 - - 1,168,143 5,830,137
Capltal outlay £32,944 - 24,732,791 6,741,114 32,006,849
Dabt senvica
Princlpal - 6,640,954 - 1,815,000 8,456,954
Interest and fiscal charges B 3,786,417 - 938,661 4,725,078
Total expenditures 49,607,270 12,838,808 24,732,791 19,412,769 106,592,838
Excess (deficiency) of revenues
over (under) expenditures 1,306,210 {212,502} {24,725,039) {7,758 656) (31,389,987}
OTHER FINANCING SOURCES (USES)
Bond issuances - - - 5,390,000 5,490,000
Transfers In 2,351,105 - - 4,014,584 6,385,689
Transfers {out) (3,677,084) “ - (72.050) (3,749,124}
Totzal other flnancing sources {uses) {1,325,979) “ 3 9,332,534 8,006,555
Net change In fund balances [19,769) (212,502) (24,725,039 1,573,878 (23,383,432)
FUND BALANCES, BEGINNING OF YEAR 16,363,119 3,074,361 29,588,027 26,808,278 75,832,585
FUND BALANCES, END OF YEAR §  16,43350 3§ 2867853 §  4,061,/88 § 09,382,156 § 52449153

The Motes to the Basic Financial Statements
are ap integral part of thase statements,
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CITY OF LEAGUE CITY, TEXAS

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES AND

CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS
TO THE STATEMENT OF ACTIVITIES
YEAR ENDED SEPTEMBER 30, 2014

Net changes in fund bzalances - Total governmental funds

Amounts reporied for governmental activities in the statement of activities are

different because:

Governmental funds report capital cutlays as expenditures. However, in the
statement of activities, the cost of those assets is allocated over their estimated

usefu! lives and reported as depreciation expense.

Depreciation
Capital outlay

Capital contributions by cuiside entities are not recorded in govemmental funds as the

contributions do not represent current resources.

Governmental funds report the entire net sales price {proceeds) from sale of an asset
as revenua hecause it provides currant financlal resources. In contrast, the statement
of activities reports only the gain {Joss) on the sals of the assets. Thus, the change
In net position differs from the change in fund balance by the cost of the asset sold,

Revenues in the statement of activiies that do not provide current financial resources are

not reported as revenues in the funds.

The issuance of long-term debt {e.g. bonds, leases, certificates of cbligation)
provides current financial resources fo governmental funds, while the repayment of
the principal of long-term debt consumes the current financial resources of
govemnmiental funds. Neither transaction, however, has any effect on net position.
Also, governmental funds report the effect of premiums, discounts, and similar items
when if is first issued, whereas these amounts are deferred and amortized in the

statement of activities.

Bond issuances

Principal repayments

Amortization of bond premiums

Amortization of defered charges on refunding
Accrued interest

Compensated absences

Net other post employment benefits obligation
Net pensicn obligation

Internal service funds are used by management to charge the costs of certain
activities, such as fleet maintenance and employee insurance, to individual funds.
The net revenue of certain internal service funds is reported with

govemmental activities.

Change in net position of governmental activities

The Noles to the Basic Financial Statements
are an infegral part of these statements.
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$

(23,383,432)

{9,981,515)
32,008,849

21,319,896

(319,163)

240,463

(6,350,000)
8,455,954
384,140
(46,542)
14,048
(217,048)
(182,179)
(213,202)

31,879

21,757,148



CITY OF LEAGUE CITY, TEXAS
STATEMENT OF NET POSITION
PROPRIETARY FUNDS
SEPTEMBER 30, 2014

ASSETS
Current assets
Cash and equity in pooled cash
Investments
Receivables, net
Inventories
Restricted cash and cash equivaients
Customer deposits
Capital projects
Debt service
Restricted investments
Capital projects
Total current assets

Noncurrent assets
Capital assets

Non-depreciable

Net depreciable capital assets
Total capital assets, net of

accumulated depreciation

Total noncurrent assets
Total assets

DEFERRED OUTFLOWS OF RESQURCES
Deferred charge on refunding
Total deferred outflows of resources

The Motes to the Basic Financial Staterments
are an integral parl of these statements.

Business-Type Governmental
Activities - Activities
" "Water and Internat
Wastewater Service
$ 4384440 % 1,982,305
1,610,375 -
4,858,305 4
190,365 21,306
757,199 -
55,718,483 “
8,708,139 -
6,037,786 -
82,265,002 2,003,611
42,710,807 -
214,447 078 5,403,085
257,157,886 5403,085
257,157 886 5,403,085
339,422 978 7,406,696
506,323 -
$ 508,323 § -

21



CITY OF LEAGUE CITY, TEXAS
STATEMENT OF NET POSITION

PROPRIETARY FUNDS
SEPTEMBER 30, 2014
(CONTINUED)
Business-Type Governmental
Activities Activitios
Water and Internal
Wastewater Service
LIABILITIES
Current liabilitles
Accounts payable and accrued liabilities $ 5708730 § 77,494
Accrued interest 755,712 -
Due to other funds 1,932 50,189
Customer deposits 757,199 -
Compensated absences 321,313 -
Bonds, notes, and loans payable 6,723,062 -
Total current liabilities 14,267,948 127,683
Noncurrent liabilities
Compensated absences 118,843 -
Net other post employment benefits obligation 135,879 -
Net pension obligation 337,660 -
Bonds, notes, and loans payable 137,035,471 -
Total noncurrent liabilities 137,627,853 -
Total liabilities 151,895,801 ' 127,683
NET POSITION
Net investment in capital assets 171,411,024 5,403,085
Restricted for debt service 8,708,139 -
Unrestricted 7,914,337 1,875,928
Total net position $ 188,033,500 § 7,279,013

The Noles to the Basic Financial Statements
are an integral part of these statements.
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CITY OF LEAGUE CITY, TEXAS
STATEMENT OF REVENUES, EXPENSES AND CHANGES IN FUND NET POSITION
PROPRIETARY FUNDS
YEAR ENDED SEPTEMBER 30, 2014

I
&
=X
F
i

Business-Type Governmental
Activities Activities
Water and ' Internal
Wastewater Service
OPERATING REVENUES
Charges for services $ 29,187,630 $ 13,605,942
Other 98,373 86,602
Total operating revenues 29,284,003 13,692 544
OPERATIING EXPENSES
Personnel . 5,526,433 609,361
Contractual services 4,985,492 13,714
Utilities 1,615,413 -
Insurance - 11,151,334
Repairs and maintenance 1,074,237 571,189
Other supplies and expenses 793,873 57,533
Depreciation 4,595,649 1,261,449
Total operating expenses 18,591,097 13,664,580
Operating income : 10,692,906 27,964
NONOPERATING REVENUES (EXPENSES})
Investment earnings 54,628 693
Interest expense (5,849,771) -
Gain on disposal of capital assets 11,392 3,222
Total nonoperating ' ' '
revenues (expenses) {5.783,561) _ 3,815
Income before contributions
and transfers 4,909,355 31,879
CAPITAL CONTRIBUTIONS 13,540,923 -
TRANSFERS, NET (2,616,555) “
Change in net position 15,833,723 31,879
NET POSITION, BEGINNING OF YEAR 172,199,777 7,247 134
NET POSITION, END OF YEAR ] 188,033,500 b 7,279,013

The Notes to the Basic Financial Statements
are an integral part of these statements.
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CITY OF LEAGUE CITY, TEXAS
STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS
YEAR ENDED SEPTEMBER 30, 2014

Business Type Governmental
Activities Activities
“Whater and Internal
Wastewater Service
CASH FLOWS FROM OPERATING ACTIVITIES
Receipts from customers and users $ 29,419,956 3 13,692,544
Payments to suppliers (8,282,482) {11,726,074)
Payments {o employees {5,469,836) {606,682}
Net cash provided by operating activitles 15,667,638 1,359,788
CASH FLOWS FROM NONCAPITAL FINANCING ACTIVITIES
 Transfers out (2,616,555) -
Net cash {used in) noncapital financing activities (2,616,555) -
CASH FLOWS FROM CAPITAL
AND RELATED FINANCING ACTIVITIES
Principal payments on debt (7,312,144) -
Raceipts for system development 6,623,624 -
Acquisition and construction of capital assets (18,754,119} (1,599,947)
Interest and fiscal charges (5,875,933) -
Proceeds from sale of capital assets 34,730 89,042
Net cash {used In) capital and related .
financing actlvitles (25,283,842) {1,510,905)
CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of investments (200,674} -
Interest on investments 54,828 693
Net cash (used in) provided by investing activities {145,846) 593
Net decreasa in cash and equivalents (12,378,605) (150,424)
Cash and cash equivalents, beginning of year 81,946,866 2132729
Cash and cash equivalents, end of year ] 69,568,261 $ 1,982,305
Unrestricted cash and cash equivalents 3 4,384 440 $ 1,982,305
Restricted cash and cash equivalents 65,183,821 -
Total cash and cash equivalents [ 69,568,261 $ 1,982,305

The Nates to the Basic Financial Statements
are an integral part of these statementis.
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CITY OF CITY OF LEAGUE CITY, TEXAS
STATEMENT OF CASH FLOWS
PROPRIETARY FUNDS
YEAR ENDED SEPTEMBER 30, 2014
(CONTINUED)

Business Type Governmental
Activities Activities
Water and Internal
Wastewater Servico

RECONCILIATION OF OPERATING INCOME TO
NET CASH PROVIDED BY OPERATING ACTIVITIES
Operating incoma $ 10,692,906 $ 27,964
Adjustments to reconcile opsrating income to
net cash provided by operating acfivities

Depreciation 4,595,649 1,261,449
Change in assets and liabiliies {increase) decrease:
Accounts recelvable 72,404 -
Inventaries (190,365) 6,011
Accounts payable and accrued liabilities 392,688 20,533
Compensated absences (4,557} -
Customer deposils 63,549 -
Net other post employment benefits ebligation 32,102 -
Net pension obligation 29,052 -
Due to other funds , {15,790) 42,931
Net cash provided by operating activities $ 15,667,638 $ 1,359,788
NONCASH CAPITAL ACTIVITIES
Capital assets contributed during the year $ 6,917,293 $ -

Tha Notes to the Basic Financial Statements
are an Integral part of these statements.
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CITY OF CITY OF LEAGUE CITY, TEXAS
STATEMENT OF NET POSITION
DISCRETELY PRESENTED COMPONENT UNITS

SEPTEMBER 30, 2014
Total
4B Industrial Volunteer Discretely
Development Fire Presented
Corporation Department Component Units
ASSETS
Cash and equity in pooled cash $ 6131767 % 77,366 $ 6,209,133
Receivables, net 539,784 - 539,784
Total assets _ 6,671,551 77,366 6,748,917
LIABILITIES
Accounts payable
and accrued liabilities 729,929 ~ ?29!929
Total liabilities 729,929 - 729,929
NET POSITION
Unrestricted 5,941,622 77,366 6,018,988
Total net position $ 5941622 § 77,366 § 6,018,988

The Notes to the Basic Financial Statements
are an integral part of thase statements.
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CITY OF CITY OF LEAGUE CITY, TEXAS
STATEMENT OF ACTIVITIES
DISCRETELY PRESENTED COMPONENT UNITS
YEAR ENDED SEPTEMBER 36, 2014

Programs Revenues

Operating
Charges for Grants and
- Functions/Programs Expenses Services Contributions
Component Units
4B Industrial Development Corporation $ 4004392 3§ - $ 123,318
Volunteer Fire Department ‘ 8,415 - 52,737
Total component units $ 4012807 $ - $ 176,055
General revenues
Sales tax
Investment earnings

Total general revenues
Change in net position
Begining net position
Ending net position

The Notes fo the Basic Financial Statements
ara an integral part of these statements.
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4B Industrial

Development Volunteer
Corporation  Fire Department Total
$ (3,881,074 § - $ (3,881,074)
- 44 322 44,322
(3,881,074) 44,322 (3,836,752)
2,303,866 - 2,303,866
5573 - 5,573
2,309,439 - 2,309,438
(1,571,635) 44,322 (1,527,313)
7,513,257 33,044 7,546,301

$ 5941622 77366 § 6,018,988

The Notes to the Basic Financial Statements
are an integrat part of these stalements.
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CITY OF LEAGUE CITY, TEXAS
NOTES TO BASIC FINANCIAL STATEMENTS

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. Financial Reporting Entity

The City of League City, Texas {the City) was incorporated in May 1962 and adopted a

Home Ruie Charter which provided for @ Mayor-Council form of government. In
May 2010, the voters of the Gity approved various amendments to the City charter,
including adoption of the Council Manager form of government and the creation of the
office of the City Manager. A Mayor and seven Council members are elected by voters
of the City at large for four year terms.

The City Council is the principal legislative and administrative body of the City. Subject
to confirmation of the City Council, the Mayor has the power to appoint all boards,
commissions, agencies, and officers provided for in the charter or by ordinance. The
Mayor is the presiding officer of the City Council.

The City Manager is the head of the administrative departments of the City and is the
supervisor of all administrative officers, employees, directors, and department heads,
with the exception of the City Attorney, City Secretary, and the City Auditor.
Departments and agencies of the City submit budget requests to the City Manager.

The City provides the following services: public safety (police, fire, and EMS), public
works, water and sewer services, solid waste collection and disposal (contract),
community services, and general government.

The City is an independent political subdivision of the State of Texas governed by an
elected Council and a Mayor and is considered the primary government. As required by
generally accepted accounting principles, these basic financial statements have been
prepared based on considerations regarding the potential for inclusion of other entities,
organizations, or functions as part of the City's financial reporting entity. The component
units, as listed below, although legally separate, are considered part of the reporting
entity. No other entities have been included in the City's reporting entity. Additionally,
as the City is considered the primary government for financial reporting purposes, its
activities are not considered a part of any other governmentai or other type of reporting
entity.

Considerations regarding the potential for inclusion of other entities, organizations, or
functions in the City's financial reporting entity are based on criteria prescribed by
generally accepted accounting principles. These same criteria are evaluated in
considering whether the City is a part of any other governmental or other type of
reporting entity. The overriding elements associated with the prescribed criteria
considered in determining that the City's financial reporting entity status is that of the
primary government are that it has a separately elected governing body, it is legally
separate, and it is fiscally independent of other state and local governments.
Additionally, prescribed criteria under generally accepted accounting principles include
congiderations pertaining to organizations for which the primary government is financially
accountable and considerations pertaining to organizations for which the nature and
significance of their relationship with the primary government are such that exclusion
would cause the reporting entity’s financial statements to be misleading or incomplete.
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CITY OF LEAGUE CITY, TEXAS
NOTES TO BASIC FINANCIAL STATEMENTS

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — CONTINUED

A. Financial Reporting Entity — Continued

Discretely Presented Component Units

The aggregate govemmental discretely presented component units are reported in a
separate column in the government-wide financial statements to emphasize that they
are legally separate from the government.

City of League City Section 4B Industrial Development Corporation

All powers of the Section 4B Industrial Development Corporation (the Corporation)
are vested in a Board consisting of seven persons who are appointed by the City
Council. The Board acts on behalf of the City in administering the provisions of
Section 4B, Article 5190.6, of the Development Act of 1979, State of Texas. The
Corporation is funded by a one-quarter percent local sales and use tax approved by
local voters. The Corporation is fiscally dependent on the City because the capital
budgets are approved by City Council. In addition, the Corporation is prohibited from
issuing bonded debt without approval of the City Council.

L eague City Volunteer Fire Department

The members of the governing board are appointed by City Council. A budget is
approved annually to provide fire protection to the citizens of the City. In fiscal year
2011, the City hired a full time fire chief, who provides leadership and direction for
the volunteer fire department and the volunteers.

Blended Component Units
The following blended component units are reported with the primary government:

City of League City Tax Increment Reinvestment Zone (TIRZ} No. Two -
Victory Lakes

Five of the seven members of the governing Board are appointed by City Council as
dictated by Chapter 311 of the Texas Tax Code. The Clear Creek Independent
School District is a participant in this TIRZ and appoints one member to the Board.
The County of Galveston is also a participant and appoints the remaining member of
the Board. This entity was created to provide the financing and management tools
needed to facilitate the development of a master planned community and business
park within the boundaries of the City. The TIRZ Board also oversees the operations
of the Public Improvement District created in conjunction with the TIRZ. The TIRZ
allows developers to create the infrastructure to the master planned community and
business park. As the developer of the master planned community completes
infrastructure improvements within the TIRZ, the City takes title to the infrastructure
and the TIRZ is responsible for reimbursing the developer for the infrastructure costs.
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NOTE 1.

CITY OF LEAGUE CITY, TEXAS
NOTES TO BASIC FINANCIAL STATEMENTS

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — CONTINUED

A. Financial Reporting Entity — Continued

Blended Component Units — Continued

City of League City Tax Increment Reinvestment Zone (TIRZ) No. Three -
CenterPointe

Six of the seven members of the governing Board are appointed by City Council as
dictated by Chapter 311 of the Texas Tax Code. The remaining board member is
appointed by the County of Galveston. This entity was created to provide the
financing and management tools needed to facilitate the development of a master
planned community and business park within the boundaries of the City. The TIRZ
Board also oversees the operations of the Public Improvement District created in
conjunction with the TIRZ. The TIRZ allows developers to create the infrastructure to
the master planned community and business park., As the developer of the master
planned community completes infrastructure improvements within the TIRZ, the City
takes title to the infrastructure and the TIRZ is responsible for reimbursing the
developer for the infrastructure costs.

City of League City Tax Increment Reinvestment Zone (TIRZ) No. Four —
Wesiwood

Six of the nine members of the governing Board are appointed by City Council as
dictated by Chapter 311 of the Texas Tax Code. The remaining board members are
represented by a County of Galveston appointee, the State Senator for the area or
designee, and the State Representative for the area or designee. This entity was
created to provide the financing and management tools needed to facilitate the
development of a master planned community and business park within the
boundaries of the City. The TIRZ allows developers to create the infrastructure to
the master planned community and business park. As the developer of the master
planned community completes infrastructure improvements within the TIRZ, the City
takes title to. the infrastructure and the TIRZ is responsible for reimbursing the
developer for the infrastructure costs.

City of League City Public Improvement District {PID} No. One - Magnolia Creek

City Council approved an ordinance terminating Tax Increment Reinvestment Zone
(TIRZ) No. One on August 14, 2010. However, the TIRZ Board continues to oversee
the operations of the PID created in conjunction with the TIRZ. The PID was created
to assist in the financing of the residential costs of a master planned community.
The revenues are derived from an assessment levied against each residential lot and
are used to reimburse the developer for infrastructure costs. The assessment can
be paid in full at the time of final occupancy or may be financed for a peried of 15 to
20 years.
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SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES ~ CONTINUED

A. Financial Reporting Entity — Continued

Blended Component Units — Continued
City of League City Public Improvement District (PID} No. Two ~ Victory Lakes

The City of League City Tax Increment Reinvestment Zone (TIRZ) No. Two - Victory
Lakes Board oversees the operations of the PID created in conjunction with the
TIRZ. This entity was created to assist in the financing of the residential cost of a
master planned community. The revenues are derived from an assessment levied
against each residential lot. The assessment can be paid in full at the time of final
occupancy or may be financed for a period of 15 to 20 years.

City of League City Public Improvement District (PID) No. Three — CenterPointe

The City of League City Tax Increment Reinvestment Zone (TIRZ)
No. Three — Center Pointe Board oversees the operations of the PID created in
conjunction with the TIRZ. This entity was created to assist in the financing of the
residential cost of a master planned community. The revenues are derived from an
assessment levied against each residential lot. The assessment can be paid in full
at the time of final cccupancy or may be financed for a period of 15 to 20 years.

City of League City Public Improvement District (PID) No. Five - Park on Clear
Creek

This entity was created to assist in the financing of the residential cost of a master
planned community. The revenues are derived from an assessment levied against
each residential lot. The assessment can be paid in full at the time of final
occupancy or may be financed for a period of 25 years. The City Council has
dissolved the board and now functions on their behalf.

The component units identified above are included in the City's reporting entity because
of the significance of their operational or financial relationship with the City. The City
appoints a majority of these organizations’ boards and is either able to impose its will on
them or a financial benefit/burden exists.

TIRZ No. One, a previous component unit of the City, was dissolved during fiscal year
2010. The remaining funds are to be used by the City to complete certain infrastructure
improvements within the TIRZ.

Complete financial statements of the individual component units can be obtained directly
from the administrative offices of the City.
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NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — CONTINUED
A. Financial Reporting Entity — Continued
Blended Component Units — Continued

Not included as part of the City's reporting entity are 12 municipal utility districts (MUDs).
The City acts as an operator of these facilities. The City rebates 5 of the MUDs from
four to 40 percent of the taxes levied and collected within the MUDs but does not
guarantee the debt of the MUDs. The MUDs' Boards of Directors are elected officials
and the City exercises no control over the Boards of Directors. The MUDs construct the
facilities and issue bonds to finance such faciliies. The MUDs release their security
interest in the facilities to the City, and the City operates and maintains the systems.
Galveston County MUD #2, South Shore Harbour MUD #2 and South Shore Harbour
MUD #3 were dissclved during fiscal years 2014, 2012 and 2011, respectively. The City
has taken over any outstanding debt of these entities.

B. Government-Wide Financial Statementis

The government-wide financial statements (l.e., the Statement of Net Position and the
Statement of Activities) report information on all activities of the primary government and
its component units. Governmental activities, which normally are supported by taxes,
intergovernmental revenues, and other nonexchange transactions, are reported
separately from business-type activities, which rely to a significant extent on fees and
charges to external customers for support. Likewise, the primary government is
reported separately from certain legally separate component units for which the
primary government is financially accountable.

C. Basis of Presentation - Government-Wide Financial Statements

While separate government-wide and fund financial statements are presented, they are
interrefated. The governmental activities column incorporates data from governmental
funds and internal service funds, while business-type activities incorporate data from the
City's enterprise funds. Separate financial statements are provided for governmental
funds and proprietary funds.

As a general rule, the effect of inter-fund activity has been eliminated from the
government-wide financial statements. Exceptions to this general rule are payments in
lieu of taxes where the amounts are reasonably equivalent in value to the interfund
services provided and other charges between the City's water and wastewater functions
and various other functions of the City. Elimination of these charges would distort the
direct costs and program revenues reported for the various functions concerned.
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NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES -~ CONTINUED
D. Basis of Presentation — Fund Financial Statements

The fund financial statements provide information about the City's funds, including its
blended component units. Separate statements for each fund category — governmental
and proprietary — are presented. The emphasis of fund financial statements is on major
governmental and enterprise funds, each displayed in a separate column. All remaining
governmental and enterprise funds are aggregated and reported as nonmajor funds.

The City reports the following governmental funds:

The general fund is used to account for all financlal transactions not properly includable
in other funds. The principal sources of revenues include local property taxes, sales and
franchise taxes, licenses and permits, fines and forfeitures, and charges for services.
Expenditures inciude general government, public safety, public works, and community
services. The general fund is always considered a major fund for reporting purposes.

The debt service fund Is used to account for the payment of interest and principal on all
general obligation bonds and other long-term debt of the City. The primary source of
revenue for debt service is local property taxes. The debt service fund is considered a
major fund for reporting purposes.

The special revenue funds are used to account for proceeds of specific revenue sources
that are legally restricted, committed or assigned to expenditures for specified purposes.
The special revenue funds are considered nonmajor funds for reporting purposes.

The capital profects funds are used to account for the expenditures of resources
accumulated from the sale of long-term debt, commitied operating funds, designated
special revenues, and related interest earnings for capital improvement projects. All of
the capital projects are nonmajor funds except the Certificates of Obligation 2012 fund,
which is a major fund for the 2014 fiscal year.

The City reports the following enterprise fund:

The enterprise fund is used to account for the operations that provide water and
wastewater collection and wastewater treatment operations. The services are financed
and operated in a manner similar to private business enterprises where the intent of the
governing body is that the costs of providing goods or services to the general public on a
continuing basis will be financed or recovered primarily through user charges. The water
and wastewater fund is considered a major fund for reporting purposes.
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NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — CONTINUED
D. Basis of Presentation — Fund Financial Statements — Continued
Additionally, the City reports the following fund type:

Internal service funds account for services provided to other departments or agencies of
the primary government, or to other governments, on a cost reimbursement basis. The
City's internal service funds are used to account for motor pool services, which are
financed from systematic transfers from general governmental and enterprise funds, and
to account for premiums paid on a group health insurance plan for City employees and
to account for insurance benefits provided to City employees.

During the course of operations, the City has activity between funds for various
purposes. Any residual balances outstanding at year end are reported as due from/to
other funds and advances to/from other funds. While these balances are reported in
fund financial statements, certain eliminations are made in the preparation of the
government-wide financial statements. Balances between the funds included in
governmental activities (i.e., the governmental and internal service funds) are eliminated
so that only the net amount is included as internal balances in the governmental
activities column. Similarly, balances between the funds included in business-type
activities (i.e., the enterprise funds) are eliminated so that only the net amount is
included as internal balances in the business-type activities column.

Further, certain activity occurs during the year involving transfers of resources hetween
funds. In fund financial statements, these amounts are reported at gross amounts as
transfers infout. While reported in fund financial statements, certain eliminations are
made in the preparation of the government-wide financial statements. Transfers
between the funds included in governmental activities are eliminated so that only the net
amount is included as transfers to business-type activities in the governmental activities
column. Simitarly, balances between the funds included in business-type activities are
eliminated so that only the net amount is included as transfers to governmental activities
in the business-type activities column.

E. Measurement Focus/Basis of Accounting

The accounting and financial reporting treatment is determined by the applicable
measurement focus and basis of accounting. Measurement focus indicates the type of
resources being measured such as current financial resources or aconomic resources,
The basis of accounting indicates the timing of transactions or events for recognition in
the financial statements.
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NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — CONTINUED
E. Measurement Focus/Basis of Accounting — Continued

The government-wide and proprietary fund financial statements are reported using the
economic resources measurement focus and the accrual basis of accounting.
Revenues are recorded when earned and expenses are recorded when a liability is
incurred, regardless of the timing of related cash flows. Property taxes are recognized
as revenues in the year for which they are levied. Grants and similar items are
recognized as revenue as soon as all eligibility requirements imposed by the provider
have been met.

The governmental fund financial statements are reported using the current financial
resources measurement focus and the madified accrual basis of accounting. Revenues
are recognized as soon as they are both measurable and available. Revenues are
considered to be available when they are collectible within the current period or soon
enough thereafter to pay liabilities of the current period. For this purpose, the City
considers revenues to be available if they are collected within 60 days of the end of the
current fiscal period. Expenditures generally are recorded when a liability is incurred, as
under accrual accounting. However, debt service expenditures, as well as expenditures
related to compensated absences and claims and judgments, are recorded only when
payment is due. General capital asset acquisitions are reported as expenditures in
governmental funds. Issuance of long-term debt and acquisitions under capital leases
are reported as other financing sources.

Property taxes, sales taxes, franchise taxes, licenses, and interest associated with the
current fiscal period are all considered to be susceptible to accrual and so have been
recognized as revenues of the current fiscal period. Entitlements are recorded as
revenues when all eligibility requirements are met, including any time reguirements, and
the amount is received during the period or within the availability period for this revenue
source (within 60 days of year end). Expenditure-driven grants are recognized as
revenue when the gualifying expenditures have been incurred and all other eligibility
requirements have been met, and the amount is received during the period or within the
availability period for this revenue source {within 80 days of year end). All other revenue
itermns are considered to be measurable and available only when cash is received by the
City.

F. Cash and Cash Equivalents

The City's cash and cash equivalents are considered to be cash on hand, demand
deposits, balances in statewide investment pools (TexPool and TexSTAR), and
short-term investments with original maturities of three months or less from the date of
acquisition. For the purpose of the statement of cash flows, the proprietary fund types
consider temporary investments with maturity of three months or less when purchased to
be cash equivalents.
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NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — CONTINUED
F. Cash and Cash Equivalents — Continued

The City maintains a pooled cash account. Each fund whose monies are deposited in
the pooled cash account has equity therein, and interest earned on the investment of
these monies is allocated based upon relative equity at the previous month end.
Amounts on deposit in interest — bearing accounts and other investments are displayed
on the combined balance sheet as cash and equity in pooled cash. For cash
management purposes, the City has a sweep arrangement with the bank to transfer
cash balances to a money market mutual fund account each day. Cash in excess of
current requirements is invested in various interest-bearing securities or certificates of
deposit and disclosed as part of the City's investments.

G. Investments

In accordance with Governmental Accounting Standards Board (GASB) Statement
No. 31, Accounting and Reporting for Certain Investments and External Investment
Pools, the City reports all invesiments at fair value, except for money market
investments and 2a7-like pools. Money market investments, which are shert-term
highly liquid debt instruments that may include U.S. Treasury and agency obligations,
are reported at amortized costs. Investment positions in external investment pools that
are operated in a manner consistent with the SEC's Rule 2a7 of the Investment
Company Act of 1940, such as TexPool and TexStar, are reported using the pools’ share
price,

The City has adopted a written investment policy regarding the investment of its funds as
defined in the Public Funds Investment Act, Chapter 2256, Texas Government Code. In
summary, the City is authorized to invest in the following:

Direct obligations of the U.S. Government or U.S. Government agencies
Obligations of the state of Texas or it's agencies

Fully collateralized cerlificates of deposit

Money market mutual funds that meet certain criteria

Banker's acceptance

Statewide investment pools

H. Inventories and Prepaid ltems

Inventories are valued at cost using the first-in/ffirst-out (FIFO) method. The costs of
governmental fund type inventories are recorded as expenditures when the related
liability is incurred {i.e., the purchase method).

Certain payments to vendors reflect costs applicable to future accounting periods and
are recorded as prepaid items in both the government-wide and fund financial
statements. The cost of prepaid items is recorded as expenditures/expenses when
consumed rather than when purchased.
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NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — CONTINUED

Restricted Assets

Certain proceeds of bonds, as well as other resources set aside for specific purposes,
are classified as restricted assets on the balance sheet because their use is limited by
applicable bond covenanis or contractual agreements. Restricted assets of the
enterprise fund are restricted by bond covenants for repayment of debt and to finance
construction projects.

Capital Assets

Capital assets, which include property, plant, equipment, and infrastructure assets
(e.g., roads, bridges, sidewalks, and similar items), are reported in the applicable
governmental or business-type activities columns in the government-wide financial
statements. In accordance with GASB Statement No. 34, infrastructure has been
capitalized retroactively. Capital assets are defined by the government as assets with
an initial, individua! cost of more than $5,000 and an estimated useful life in excess of
one year. Such assets are recorded at historical cost or estimated historical cost if
purchased or constructed. Donaled capital assets are recorded at estimated fair market
value at the date of donation.

Major outlays for capital assets and improvements are capitalized as projects are
constructed. Interest costs incurred in connection with construction of enterprise fund
capital assets are capitalized when the effects of capitalization materially impact the
financial statements.

The costs of normal maintenance and repairs that do not add to the value of the asset or
materially extend assets' lives are not capitalized.

Property, plant, and equipment of the primary government are depreciated using the
straight-line method over the following estimated useful years:

Estimated

Asset Description Useful Life
Buildings and improvements 30 years
Equipment 5 years
Water and sewer system 50 years
Infrastructure 50 years
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NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — CONTINUED
K. Deferred OQutflows/Inflows of Resources

in addition to assets, the statement of financial position will sometimes report a
separate section for deferred outflows of resources. This separate financial statement
element, deferred outflows of resources, represents a consumption of net position that
applies to a future period(s) and so will not be recognized as an outflow of resources
(expense/expenditure) until then. The City only has one item that qualifies for reporting
in this category. It is the deferred charge on refunding bonds reported in the
government-wide and proprietary fund Statement of Net Position. A deferred charge on
refunding results from the difference in the carrying value of refunded debt and its
reacquisition price. This amount is deferred and amortized over the shorter of the life of
the refunded or refunding debt.

In addition to liabilities, the statement of financial position will sometimes report a
separate section for deferred inflows of resources. This separate financial statement
element, deferred inflows of resources, represents an acquisition of net position that
applies to a future period(s) and so will not be recognized as an inflow of resources
(revenue) until that time. The City has three types of items, which arises only under a
modified accrual basis of accounting that qualify for reporting in this category.
Accordingly, the items, unavailable revenue, are reported only in the governmental
funds balance sheet. The governmental funds report unavailable revenues from
property taxes, court fines and warrants, and refuse collection fees. These amounts
are deferred and recognized as an inflow of resources in the period that the amounts
become available,

L. Compensated Employee Absences
it is the City’s policy to permit employees to accumulate earned but unused vacation and

sick pay benefits. Unused vacation accumulated, up to certain amounts, may be paid to
employees upon termination of employment.

Length of Service Maximum Vacation
(Months) Leave Accural
1-60 160 hours
61-120 240 hours
121-180 320 hours
181-240 400 hours
More than 240 480 hours

Upon retirement from the City, an employee may receive compensation for unusec sick
pay benefits, however no compensation will be made for unused sick pay benefits in
excess of 720 hours.
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NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — CONTINUED
M. Long-Term Qbligations

Long-term debt is recognized as a liability of a governmental fund when due, or when
resources have been accumulated in the debt service fund for payment early in the
following year. For other long-term obligation, only that portion expected to be paid from
expendable available financial resources Is reported as a fund liability of a governmental
fund. The remaining portien of such obligations is reported in the government-wide
financial statements. Long-term liabilities expected to be paid from proprietary fund
operations are accounted for in those funds.

The government-wide financial statement and proprietary fund type fund financial
statements report long-term debt and other long-term liabilities in the applicable
governmental activities, business-type activities, or proprietary fund type Statement of
Net Position. Bond premiums and discounts are amortized over the life of the bond
using the effective interest method. Bonds payable are reported net of applicable bond
preimiums or discounts. ‘

The fund financial statements report bond premiums and discounts during the current
period. The face amount of debt issued is reported as other financing sources.
Premiums or discounts associated with the debt are reported as other financing sources
or uses. lssuance costs, whether or not withheld from the actual debt proceeds
received, are reported as debt service expenditures.

N. Net Position Flow Assumption

Sometimes the City will fund outlays for a particular purpose from both restricted
(e.g., restricted bond or grant proceeds) and unrestricted resources. In order to
calculate the amounts to report as restricted-net position and unrestricted — net position
in the government-wide and proprietary fund financial statements, a flow assumption
must be made about the order in which the resources are considered to be applied. Itis
the City's policy to consider restricted net position to have been depleted before
unrestricted net position is applied.

0. Fund Balance Flow Assumptions

Sometimes the City will fund outlays for a particular purpose from both restricted and
unrestricted resources (the total of committed, assigned, and unassigned fund balance).
[n order to calculate the amounts to report as restricted, committed, assigned, and
unassigned fund balance in the governmental fund financial statements, a flow
assumption must be made about the order in which resources are considered to be
applied. Itis the City's policy to consider restricted fund balance to have been depleted
before using any of the components of unrestricted fund balance. Further, when the
components of unrestricted fund balance can be used for the same purpose, committed
fund balance is depleted first, followed by assigned fund balance. Unassigned fund
balance is applied last.
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NOTE 1. SUMMARY OF\SIGNIFICANT ACCOUNTING POLICIES — CONTINUED
P. Fund Balance Policies

Fund balances of governmental funds are reported in various categories based on the
nature of any limitations requiring the use of resources for specific purposes. The City
itself can establish limitations on the use of resources through either a commitmeant
(committed fund balance) or an assignment (assigned fund balance).

Nonspendable fund balance represents amounts that cannot be spent because they are
either in nonspendable form (such as inventory or prepaid insurance) or are legally
required to remain intact (such as notes receivable or principal of a permanent fund).

Restricted fund balance represents amounts that are constrained by external parties,
constitutional provisions, or by enabling legislation.

The committed fund balance classification includes amounts that can be used only for
the specific purposes determined by a formal action of the City's highest level of
decision-making authority. The City Council is the highest level of decision-making
authority for the City that can, by adoption of an ordinance prior to the end of the fiscal
year, commit fund balance. Once adopted, the limitation imposed by the action remains
in place until a similar action is taken to remove or revise the limitation.

Amounts in the assigned fund balance classification are intended to be used by the City
for specific purposes but do not meet the criteria to be classified as committed. The GCity
Council may also assign fund balance as it does when appropriating fund balance to
cover a gap between estimated revenue and appropriations in the subsequent year's
appropriated budget. Unlike commitments, assignments generally only exist temporarily.
tn other words, an additional action does not normally have to be taken for the removal
of an assignment. Conversely, as discussed above, an additional action is essential to
either remove or revise a commitment. The City strives to maintain a minimum fund
balance assigned for operating reserves in the general fund between 90 and 100 days of
current year operating expenditures. Fund balances are assigned in the special revenue
funds based on the designated purpose of each fund.

Q. Post-Employment Healthcare Benefits

The City provides post-employment healthcare benefits as mandated by the
Consolidated Omnibus Budget Reconciliation Act (COBRA). The requirements
established by COBRA are fully funded by employees who elect coverage under
COBRA, and the City incurs no direct costs. In January 2004, the City approved the
payment of health insurance premiums for eligible retirees. Coverage is offered to those
employees who are at least 60 years of age and who are retiring with 20 years of service
with the City. The retiree cost for health insurance will be covered until the retiree
reaches the age of 65. At this time, the retiree would then be eligible for the Medicare
Part B coverage at their own expense.
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NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — CONTINUED
R. Estimates

The preparation of financial statements, in conformity with generally accepted
accounting principles, requires management to make estimates and assumptions that
affect the reported amounts of assets, liabilities, disclosure of contingent assets and
liabilities at the date of the financial statements, and the reported amounts of revenues
and expenditures/expenses during the reporting period. Actual results could differ from
those estimates.

S. Program Revenues

Amounts reported as program revenues include 1) charges to customers or applicants
who purchase, use, or directly benefit from goods, services, or privileges provided by a
given function or segment and 2) grants and confributions (including special
assessments) that are restricted to meeting the operational or capital requirements of a
particular function or segment. Ali taxes, including those dedicated for specific
purposes, and other internally dedicated resources are reported as general revenues
rather than as program revenues.

T. Property Taxes

Property taxes are levied during October of each year and are due upon receipt of the
City's tax bill. Taxes become delinquent, with an enforceable lien on property, on
February 1 of the following year.

U. Proprietary Funds Operating and Nenoperating Revenues and Expenses

Proprietary funds distinguish operating revenues and expenses from nonoperating
items. Operating revenues and expenses generally result from providing services and
producing and delivering goods in connection with a proprietary fund's principal ongoing
operations. The principal operating revenues of the enterprise fund and internal service
fund are charges to customers for sales and services. The enterprise fund also
recognizes as operating revenue the portion of tap fees intended to recover the cost of
connecting new customers to the system. Operating expenses for the enterprise fund
and internal service fund include the cost of sales and services, administrative
expenses, and depreciation on capital assets. All revenues and expenses not meeting
this definition are reported as nonoperating revenues and expenses.
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NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES —~ CONTINUED \
V. Recently Issued Accounting Pronouncements

During June 2012, the GASB issued Statement No. 68, Accounting and Financial
Reporting for Pensions — An Amendment of GASB Statement No. 27. The primary
objective of this statement is to improve accounting and financial reporting by state and
local governments for pensions. It also improves information provided by state and local
governmental employers about financial support for pensions that is provided by other
entities. This statement results from a comprehensive review of the effectiveness of
existing standards of accounting and financial reporting for pensions with regard fo
providing decision-useful information, supporting assessments of accountability and
interperiod equity, and creating additional transparency. This statement is effective for
fiscal years beginning after June 15, 2014. The City is evaluating the impact of this
statement on their financial statements.

During November 2013, the GASB issued Statement No. 71, Pension Transition for
Contributions Made Subsequent to the Measurement Date —~ An Amendment of GASB
Statement No. 68. The Primary objective of this statement is to address the issue
regarding application of the transition provisions of Statement No. 68, Accounting and
Financial Reporting for Pensions. This statement adds clarity to amounts associated
with contributions, if any, made by a state or local government employer or nonemployer
contributing entity to a defined benefit pension plan after the measurement date of the
government's beginning net pension liahility. This statement is effective for fiscal years
beginning after June 15, 2014. The City is evaluating the impact of this statement.
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NOTE 2. STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY

Annual budgets are adopted on a basis consistent with generally accepted accounting
principles (GAAP) except the capital projects funds, which adopt a project length budget. In
addition, the following special revenue funds do not have an adopted budget: TIRZ No. Two,
Three, and Four, PID No. One, Two, Three, and Five, Galveston County MUD#2, TDRA
Disaster Recovery Fund, Special Assessments Fund, CDBG Fund, Tree Preservation Fund,
Safelight Program, and the Severe Repetitive Loss Grant Fund. The original budget is
adopted by the City Council prior to the beginning of the year. The legal level of control in
the approved budget, as defined by the charter, is at the department level for all funds.
Appropriations lapse at the end of the year, excluding capital project budgets.

Encumbrances represent the estimated amount of expenditures ultimately to result when
unperformed contracts (in progress at year end) are completed. Such encumbrances do not
constitute expenditures or liabilities because the commitments will be reappropiated and
honored during the subsequent year.

A. Deficit Fund Balance

The individual special revenue fund noted below had a deficit fund balance at year end,
as indicated.

Tax Increment Reinvestment Zone No. Three $431,667

NOTE 3. DEPOSITS AND INVESTMENTS

As of September 30, 2014, the City had the following investments:

Weighted Average
Investment Type Fair Value Maturity (Days)

Municipal bonds $ 1812774 2.55
Certificates of deposit 10,356,417 11.61
External investment pools:

TexPool 79,597,729 0.59

TexSTAR 43,247,393 0.32

Total fair value % 135,014,313

Portfolio weighted average maturity 15.07

interest rate risk. In accordance with its investment policy, the City manages its exposure to
declines in fair values by structuring the investment portfolio so that securities mature to
meet cash requirements for ongoing operations and invest operating funds primarily in
short-term securities.
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NOTE 3. DEPOSITS AND INVESTMENTS — CONTINUED

Credit Risk. The City's policy requires that investment pools must be rated no lower than
AAA or AAAm . Bankers' acceptances must be issued in the United States and carry a
short-term rating of not less than A1 or P1 or an equivalent rating by at least one nationally
recognized credit rating agency. Obligations of Texas municipalities must be rated no lower
than AA by Standards and Poor's or equivalent rating by Moody's Investor Services. As of
September 30, 2014, the City's investments in TexPool and TexStar were rated AAAM by
Standard & Poor's and investments in municipal bonds were rated at least AA by Standard
and Poor's.

Custodial Credit Risk — Deposits. In the case of deposits, this is the risk that the City's
deposits may not be returned in the event of a bank failure. The City's investment policy
requires funds on deposit at the depasitory bank to be collateralized by securities. As of
September 30, 2014, fair market values of pledged securities and FDIC coverage exceeded
bank balances.

Custodial Credit Risk — Investments. For an investment, this is the risk that the City will not
be able to recover the value of its investments or collateral securities that are in the
possession of an outside party in the event of the failure of the counterparty. The City's
investment policy requires that it will seek to safekeep securities at financial institutions,
avoiding physical possession. Further, all trades, where applicable, shall be conducted on a
delivery versus payment basis or commercial book entry system as utilized by the Federal
Reserve and shall be protected through the use of a third party custody/safekeeping agent.

TexPool

TexPool was established as a trust company with the Treasurer of the State of Texas as
trustee, segregated from all other trustees, investments and activities of the trust company.
The State Comptroller of Public Accounts exercises oversight responsibility over TexPool.
Oversight includes the ability to significantly influence operations, designation of
management, and accountability for fiscal matters. Additionally, the State Comptrofler has
established an advisory board composed of both participants in TexPool and other persons
who do not have a business relationship with TexPool. The advisory board members review
the investment policy and management fee structure. Finally, Standard & Poor's rates
TexPool AAAmM . As a requirement to maintain the rating, weekly portfolio information must
be submitted to Standard & Poor's, as well as to the office of the Comptrolier of Public
Accounts for review.
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NOTE 3. DEPOSITS AND INVESTMENTS — CONTINUED

TexSTAR

The Texas Short Term Asset Reserve Fund (TexSTAR) is a local government investment
pool organized under the authority of the Interlocal Cooperation Act, Chapter 791, Texas
Gavernment Code, and the Public Funds Investment Act, Chapter 2256, Texas Government
Code. TexSTAR was created in April 2002 by contract among its participating governmental
units and is governed by a board of directors. JPMorgan Fleming Asset Management
(USA), Inc. and First Southwest Asset Management, Inc. act as co-administrators, providing
investment management services, participant services, and marketing, respectively.
JPMorgan Chase Bank and/or its subsidiary, J.P. Morgan Investor Services, Inc., provide
custodial, transfer agency, fund accounting, and depository services.

TexPool and TexSTAR operate in a manner consistent with the SEC's Rule 2a7 of the
Investment Company Act of 1940. TexPool and TexSTAR use amoitized cost rather than
fair value to report net assets to compute share prices. Accordingly, the fair values of the
positions in TexPool and TexSTAR are the same as the values of TexPool and TexSTAR
shares,

NOTE 4. RECEIVABLES

Amounts are aggregated into a single accounts receivable (net of allowance for
uncollectibles) line for certain funds and aggregated columns. Below is the detail of
receivables for the general fund, the debt service fund, the nonmajor governmental funds in

the aggregate, and the enterprise fund, including the applicable allowances for uncollectible
accounts:

Debt Water and
General Service Nonmajor Wastowater Total
Advaloremiaxes § 1,224,164 § 718,184 § 4109 § - § 1,946,457
Other taxes 3,982,988 - 173,079 - 4,156,067
Accounts 2,842,347 144 147 952 4,957,942 7,948,385
Intergovernmental 91,670 - 376,816 - 468,486
Other 277,701 - 169,762 5,293 452,756
Less allowance (2,052,334) (243,026) {(1,030) {104,930) (2,401,320}
Total $ 6366536 § 475302 § B70688 B 4,858,305 § 12,570,831
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NOTE 5. CAPITAL ASSETS

The following is a summary of changes in capital assets for governmental activities for the
year ended:

. Primary Government
Beginning Raclassifications Reclassifications Ending
_ Balance Incranses {Pacreases) Balanca
Governmental Actlvities
Capital assets not being depreciated
Land ] 12,942,153 § 898253 § - $ 13,840,408
Construction in progress ) 17,062,536 28,172,138 (1,228,029} 45,008,645
Total capital asssts
net being depreciated 20,004,689 30,070,3 _ {1,228,029) 58,847,051
Other capital assels
Infrastructure 300,153,062 23,696,630 - 323,849,692
Buildings and improvements 50,851,922 85,898 - 50,617,821
Machlrery and eguipment 35,820,010 2,051,198 . {1,221,391) 36,649,818
Total other capital assets . 386,524,994 26,813,728 (1,221,391) 411,117,331
Less accumulated cepreciatede for _
Infrastructure (140,086,000) (6,854,471} . (146,850,471)
Buildings and improvements (21,187,101} (2.263,766) 1,087,010 (22,363,857)
Machinery and equipment (20,490,507} (3,124,720 - (23,615.234).
Total acccumulated depreciation (181,773,608) {i1,242.064) 1,087,010 (191,529 562}
Other capital assets, net 204,751,388 14570764 {134,381) 219,187,769
Governmental activilles
capital assets, net $ 234,756,075 § 44641155 § {1,362 410) 278,034 820
Less assoclated dabt {118,080,908)
Plus deferred charge on refunding 1,169,423
Plus unspent bond proceeds 11,335,673
Net investment in capital assets $ 172,449,008

All capital assets constructed or paid for with funds of the component units are titled in the

City's name. Accordingly, component unit capital assets and construction in progress are
recorded in the governmental activities totals.

Depreciation was charged to governmental functions as follows:

General government $ 211,360
Public safety 2,415,338
Public works 6,569,513
Community services 2,046,753
Total governmental activities
depreciation expense $ 11,242,964

47



CITY OF LEAGUE CITY, TEXAS
NOTES TO BASIC FINANCIAL STATEMENTS

NOTE 5. CAPITAL ASSETS — CONTINUED

Construction in progress and remaining commitments under related construction
contracts for general government construction projects at year end were as follows:

Authorized Contract Remaining

Project Dascription Contract ~ Expenditures Confract

Robinson Bayou Bank Stabllization 5 37800 § 14920 § 22,880
Annusal Stormwater Improvements 414,282 349,575 64,717
Genco Canal 29,300 24,900 4400
Brookport Extension 2,479,412 1,869,168 610,246
Fire Station EMS Expansion 2,546,172 2,536,953 9,220
Renovate Helan Hall Library 73,850 42,292 31,658
Renovate Council Chambers 72,500 53,235 19,265
New Bumn Building 33,402 23,354 10,048
Pubfic Safety & Court Center 26,188,000 24,911,144 1,278,856
Hometown Heroes Park-poo! & traffic signal 2,960,126 1,795,315 1,164,810
Countysida-Magnolia Creek Trail 174,729 100,272 74,457
WaterSmart Park 218,000 117,529 100,471
TXDOT FM518 Bypass Hike & Bika 1,626,380 40,334 1,586,048
2012 Hike & Bike Phase 1 2,001,775 442305 1,559,470
Calder Rd-Ervin to LC Priowy 108,380 87,467 20,923
Five Comers Realignment 1,207,532 640,328 567,204
Texas Avenue 517,180 435,155 82,024
LC Parkway/Bay Area Blvd Extension 151,250 147,273 3,977
HGAC/TIP Dssign 952,272 323,814 628,458
Hobbs Rd & LC Prikwy Traffic Improv 347,614 207,614 140,000
FM518 Access Management 482 410 479,422 2,988

Total $ . 42622384 § 34642366 § 7,980,018
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NOTE 5. CAPITAL ASSETS ~ CONTINUED

The following is a summary of changes in capital assets for business-type aclivities for the

year ended:

Business-Type Activities

Capital assets not belng depreciated
Land
Construction in progress

Total capital assets not being depreciated

Other capital assels
Infrastructure
Water rights
Buildings and improvements
Machinery and equipment

Total other capital assets

Less accumulated depreciation for
Infrustruture
Water rights
Bulldings and improvements
Machinery and equipment

Total accumulated depreciation
Other capital assets, net

Business-type activilies
Capital assets, net

Depreciation was charged to business-type functions as follows:

Water and sewer

Total business-type activities depreciation expense
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Beginning Reclassifications ~ Reclassification Ending

Balance Increases . {Decreasss) ~ Balance
$ 2232132 % 95,839 § - § 2328972
75,313,708 16,754,113 (51,685,986) 40,381,835
77,545,840 16,850,952 {51,685,986) 42,710,807
184,604,088 8,789,041 51,665,986 245,079,115
14,528,975 - - 14,528,975
648,891 - - 648,991
6,184,549 83,748 {115,694) 6,152,603
205,966,603 8,872,789 51,570,292 266,409,684
{38,6C0,338) (3,815,908) - (42,416,247)
{3,606,307) (298,661} - {3,904,968)
(385,909} (34,722) - (420,631)
(4,866,758) (446,357) 92,356 (5,220,759)
(47,459,312} (4,595,649) 92,356 (51,962,605)
158,507.291 4,277,140 51,662,648 214,447,079
$ 236053131 § 21,128,092 § (23,328) 257,157,886
Less associated debt (143,758,532}
Plus defered charge on refunding 508,323
Plus unspent bond proceeds 57,508,347
Net invesiment in capital assets $ 171,411,024

§ 4505840

$ 4595649
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NOTE 5. CAPITAL ASSETS — CONTINUED

Canstruction in progress and remaining commitments under related construction contracts
for enterprise fund projects at year end were as follows:

Authorized Contract Remaining

Project Description Contract Expenditures Contract
Brookport Extension $ 184360 § 54135 $ 130,225
Northside Water Booster 40,210 30,136 10,074
East Side Elevated Water Tower 198,695 121,798 76,897
South Shore Harbour Pump Station Exp 11,587,818 1,410,868 10,176,850
Southeast Service Area Trunks 370,150 178,840 181,310
SH3 Water Booster Station 18,744,196 17,957,663 786,533
36" WL - SH3 to SSH Booster Staticn 1,039,507 440,050 599,457
New Water Wells 797,400 701,700 95,700
Calder Rd Booster Station 13,201,163 1,243,460 11,957,703
Countryside Pump Station & Well Rehab 1,644,244 838,477 805,767
Water Line Upgrades & Replacement 2,100,800 248,776 1,852,124
Calder 39" Waterline Rehab 2,921,135 2,704,999 216,136
Annual Water System Improvements 110,900 10,496 100,404
FW11 LS Upgrade 99,851 70,661 29,190
Re-Use improvements-Ph 1 240,550 109,629 130,921
Sanitary Sewer Rehab 2012 1,956,644 1,376,992 579,651
Force Main Upgrade-Bay Colony to Ervin 187,600 133,747 53,853
Hobbs Rd LS & FM 60,500 47,611 12,889
30" Gravity Sewer on Calder Rd 180,092 82,899 97,193
MUD #6 LS Rehab 37,210 17,392 19,818
Emergency Generators 1,055,400 70,945 984,455

Total $ 56,758,525 § 27,851,275 § 28,807,249
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NOTE 6. LONG-TERM DEBT

The following is a summary of changes in the City's total long-term liabilities as of year-end.
In general, the City uses the general and debt service funds to liquidate governmental
long-term liabilities.

Long-term liabilities applicable to the City's governmental activities are not due and payable
in the current period and, accordingly, are not reported as fund liabilities in the governmental
funds. The governmental activities compensated absences are generally liquidated by the
general fund. Interest on long-term debt is not accrued in governmental funds, but rather is
recognized as an expenditure when due.

Amounte
Baginoing Ending Due Within
Bafance Additlons Roductlons Balance One Year
Governmental Activiilea
General chligation bonds $ 32,829,088 $ 6,350,000 $ 4,555,954 5 4524034 * 3 3,101,939
Cartificates of cbligation 81,045,000 - 3,900,000 77,145,000 * 3,760,000
Unamortized debt Rems . 8,708,014 - 384,140 6,321,074 * -
120,581,002 6,350,000 §,040,004 118,680,808 6,851,539
Other [ong-tarm Dabllitles
Compenzated absences 3,662,180 2,655,360 2438312 3,869,228 3,462,305
Net OPER obligation 637,480 182,170 - B19,669 -
Net pension obligation 1,824,002 213,202 - 2,037,204 -
Total governmental activites 4 128604674 $ B400,741 $ 11278408 $ 124R17,009 § 10,334,244
Long-term debt due In more than ono year 114,482,765

—_—
* Debt assoclated with governmental sctivity capltal assots 3 118,090,908

Business-Type Activitios
Revenue bonds $ 78,210,000 $ - 3 5,120,000 $ 73000000 * 3% 4,880,000
Geanerat obligation bonds 14,860,012 - 999,048 13,860,966 ** 793,062
Cortificates of cbligation 51,210,000 - 730,009 50,490,000 ** 740,000
Confract revenue bonds 1,850,000 . 210,000 1,640,000 = 210,000
Unemortized prariums,
and discounts 4,840,665 - 253,000 4687568, * -
151,070,677 - 7,312,148 143,753,532 8,723,082
Other long-term liabilities
Compensated absences 444,713 426,734 430,260 440,157 321,313
Net OPEB obligation 103,777 32,102 - 135,879 .
Nat pension obligation 308,608 29,052 - 337,660 -
Totak businass-fype activitles $ 151,927,775 3 486,888 5 7,742,435 3 144,672,228 § 7,044,375
Long-term debt due In more than one year § 137,827,853

* Dekt assoclated with business-type activity capital assets  § 143,758,532
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NOTE 6. LONG-TERM DEBT — CONTINUED

Long-term debt for governmental activities comprised the following debt issues at year end:

Series Original Issue Interest Rate Balance

General obligation bonds
2006 Refunding Bonds (SSH MUD #2) $ 2,160,000 3.90% fo 4.00% 3 1,345,000
2011A General Obligation Refunding Bonds $ 6975000 2.00% to5.00% 5,780,000
2011B General Obligation Refunding Bonds $ B,075000 2,00%to4.00% 3,610,000
2012 General Ohligation Refunding Bonds $ 6,785,000 2.00% to 5.00% 6,590,000
2013 General Obligation Refunding Bonds $ 13,819,988  2.00% to 4.00% 12,124,034
201 3A General Obligation Refunding Bonds $ 2,190,000 2.00% to4.00% 1,975,000
2014 General Obligation Refunding Bonds $ 3,200,000  2.00% to 4.00% 3,200,000

Total general obligafion bonds T 34,624,034
Certificates of obligation
2003C Tax and Revenue Certificates of Obligation . $ 3,135,000  1.50% to 4,00% 335,000
2005A Tax and Revenue Certificates of Obligation* $ B500,000 4.00% to4.50% 4,430,000
2006A Tax and Revenue Certificates of Obligation $ 4695000 4.15%t06.00% 215,000
2008 Tax and Revenue Certificates of Obligation $ 15,500,000  4.00% to 5.00% 12,875,000
2008 Tax and Revenue Certificates of Obligation $ 11600000 313%t05.13% 8,640,000
2010 Tax and Revenue Certificates of Obligation” $ 10,000,000 313%1to5.13% 1,230,000
2011 Tax and Revenue Certificates of Obligation® $ 20,390,000 2.75%to4.75% 17,120,000
2012A Tax and Revenus Certificates of Obligation $ 233675000 200%to500% 32,300,000

Total certificates of obligation 77,145,000

Total governmental activities long-term debt $ 111,769,034

*This general obligation debt is supported by a general tax pledge, however the repayment
of all or a portion of this general obligation debt is expected to be paid from revenues other
than ad valorem tax revenues, including payments from tax increment zones and paymenis
from the Section 4B Industrial Development Caorperation.
reinvestment zones and the Section 4B Industrial Development Corporation may not be
legally pledged to the obligations to which their payments are expected to be dedicated, but

Payments from tax increment

are contractually obligated to be paid to the City for that purpose.
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Long-term debt for business-type activities comprised the following debt issues at ysar end

) 8eries Original Issue  Interest Rato Balance

Revenue bonds i

2005 Water Works & Sewer System Revenue Refunding Bonds § 8570000 387%to3.87% $ 3,500,000

2008 Water Works & Sewer System Revenue Bonds $ 26,775000  4.00% to 5.00% 23,045,000

2009 Water Works & Sower System Revenue Bonds § 37,200,000  3.00% %o 5.00% 35,210,000

2011 Water Works & Sewer System Revenue Bonds $ 13,040,000 3.00% to 4.50% 11,335,000
Total revenue bonds 73,080,000

General obligation bonds

2007 General Obligation Refunding Bonds” $ 16,303,720 4.00%t0 4.12% 2,365,000

2011A General Obligation Refunding Bonds $ 4705000 2.00%to5.00% 4,285,000

2012 Genaral Obligation Refunding Bonds $ 65510000 2,00% to5.00% 6,510,000

2013 General Obligation Refunding Bonds $§ 1075012 2.00%to 4.00% 700,986
Total general obligation bonds 13,860,966

Certificates of obligation

2011A. Tax and Revenue Certificates of Obligation $ 32,290,000 3.00% to 5.00% 32,280,000

2012B Tax and Revenue Gertificates of Obligation $ 19635000 2.00% to 5.00% 18,190,000
Total certificates of obligation 50,480,000

Contract revanue bonds

2011F GCWA Contract Revenue Refunding Bonds § 2250000 2.00% 1o 4.00% 1,640,000
Total Contract Revenue Bonds 1,640,000

Total business-type activities long-term debt $ 139,070,966

* This general obligation debt is supported by a general property tax pledge, however, the
repayment of this general obligation debt is expected to be paid from surplus revenues of
the water and sewer system. Water and sewer revenues are pledged to pay certificates of
obligation on a subordinate basis, but it is the historic policy of the City to pay portions of the
listed general obligation refunding bonds from surplus revenues of the water and sewer

system.
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NOTE 6. LONG-TERM DEBT - CONTINUED

The annual requirements to amortize general obligation bonds outstanding at year end are
as follows:

Governmental Activities Business - Type Activities
Year Ending ]

Sept. 30 Principal Interast Total Principal Interest Total
2015 $ 3,101,938 $ 4,353,158 $ 7455007 $ 793,062 $ 578903 $ 1,371,985
2016 4,104,063 890,967 5,095,030 765,936 549,068 1,315,004
2m7 3,350,044 562,629 4,712,673 1,469,956 508,430 1,978,386
2018 3,941,026 746,870 4,687,896 1,508,974 453 466 1,062,440
2019 3,007,990 643,112 3,651,102 1,572,010 392,222 1,964,232
2020 2,783,972 536,315 3,320,287 1,611,028 322,224 1,933,252
2021 2,250,000 441,692 2,691,692 1,120,000 256,382 1,376,382
2022 2,310,000 356,390 2,666,390 1,470,000 199,132 1,369,132
2023 2,070,000 278,611 2,348,611 995,000 147,057 1,142,057
2024 1,425,000 218,465 1,643,466 1,050,000 99,997 1,149,997
2025 1,475,000 164,756 1,639,756 4,085,000 50,312 1,145,312
2026 900,000 123,628 1,023,628 235,000 20,897 255,897
2027 565,000 101,219 666,219 230,000 12,907 242,507
2028 580,000 82,941 662,941 245,000 4,441 248,441
2029 425,000 66,922 491922 - - -
2030 440,000 53,263 493,263 - - -
2031 450,000 38,931 488,931 - - -
2032 486,000 23,910 488,910 - - -
2033 480,000 8,100 488,100 . . ) -

Total $ 34,624,034 $ 10,091,880 $ 44715914  $ 14860986  § 3505438 § 17456404
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The annual requirements to amortize revenue bonds outstanding at year end are as follows:

Business - Type Activities

Year Ending
Sapt. 30 Princlpal Interest Total
2015 ' $ 4,980,000 $ 3,069,764 B 8,049,764
2016 4,665,000 2,896,353 7,661,353
2017 4,305,000 2,732,533 7,037,533
2018 4,135,000 2,574,981 6,709,981
2019 3,950,000 2,420,450 6,370,450
2020 3,780,000 2,269,750 6,049,750
2021 4,170,000 2,110,383 6,280,382
2022 4,000,000 4,943,201 5,943,201
2023 4,040,000 1,775,371 5,815,371
2024 3,850,000 1,606,028 5,456,028
2025 3,665,000 1,438,303 5,103,303
2026 4,455,000 1,249,053 5,704,053
2027 4,305,000 1,040,764 5,345,764
2028 4,155,000 834,706 4,989,708
2029 2,660,000 665,260 3,325,250
2030 2,735,000 530,375 3,265,375
2031 2,815,000 391,625 3,206,625
2032 2,080,000 269,250 2,349,250
2033 2,140,000 163,750 2,303,750
2034 2,205,000 55,125 2,260,125

$ 73,080,000 $ 30,037,015 § 103,127,015

The annual requirements to amortize certificates of obligation outstanding at year-end are
as follows:

Governmental Activities Business - Type Activities
Year Ending
Sept. 30 Prineipal interest Total Principal Interest Total
2015 § 3,750,000 § 3218248 §$ 6986248 § 740,000 $ 2098050 § 2,838,050
2016 3,545,000 3,085,118 6,640,118 760,000 2,079,250 2,839,250
2017 3,645,000 2,976,280 6,621,280 785,000 2,056,075 2,841,075
2018 4,380,000 2,834,043 7,224,043 810,000 2,032,150 2,842,150
2049 4,505,000 2,672,999 7.177,999 1,165,000 2,000,050 3,165,050
2020 4,655,000 2,492,035 7,147,035 1,525,000 1,846,300 3,471,300
2021 4,740,000 2,285,694 7,025,694 1,945,000 1,868,375 3,813,375
2022 4,885,000 2,072,679 5,957 672 2,375,000 1,769,550 4,144,550
2023 5,000,000 1,852,942 6,852,842 2,585,000 1,675,488 4,263,488
2024 5,135,000 1,618,587 8,754,567 3,030,000 1,597,875 4,627,875
2025 4,570,000 1,377,785 5,947,785 3,500,000 1,477,544 4,877,544
2026 4,730,000 1,161,942 5,891,842 3,050,000 1325,213 4,375213
2027 4,860,000 937,429 5,797.429 3,580,000 1,159,463 4,738,463
2028 5,025,000 725,837 5,750,837 4,135,000 966,588 5,101,588
2029 5,140,000 524,860 5,664,860 8,020,00C 742,651 8,762,651
2030 4,020,000 324,606 4,344,606 6,360,000 463,088 6,823,088
2031 2,225,000 171,875 2,396,875 6,725,000 174,631 6,899,631
2032 2,325 000 55,125 2,383,125 1,390,000 22,588 1,412,588

C$ 77145000 § 30,400,084 § 107545084 § 50480000 § 25457929 § 75,937,929
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NOTE 6. LONG-TERM DEBT — CONTINUED

The annual requirements to amortize contract revenue bonds outstanding at year end are as
follows:

Year Ending Business - Type Activities
Sept. 30 Principal Interast Total

2015 : $ 210,000 $ 56,088 $ 266,088
2016 220,000 49,787 269,787
2017 225,000 43,188 268,188
2018 235,000 36,437 271,437
2019 240,000 28,800 268,800
2020 250,000 20,400 270,400
2021 260,000 10,400 270,400

$ 1,640,000 $ 245,100 $ 1,885,100

The City issues a variety of long-term debt instruments in order to acquire andfor construct
major capital facilities (streets, drainage, public safety, water, and wastewater) and
equipment for general government and enterprise fund activities. These instruments include
general obligation bonds, certificates of obligation, and revenue bonds. Future ad valorem
tax revenues and water and sewer system revenues secure these debt obligations.

General obligation bonds are direct obligations of the City for which its full faith and credit
are pledged. Repayment of general obligation bonds is from taxes levied on all taxable
property located within the City. The City is not obligated in any manner for special
assessment debt.

Refunding debt

On October 29, 2013, the City issued, through a private placement, $2,190,000 of

" general obligation refunding bonds, series 2013A. The proceeds from which were used
to pay bond issuance costs and to reimburse the developer for public infrastructure
improvements within Public Improvement District #3. The obligation to the developer
was not an obligation of the City and repaying of the bonds will be made from special
assessments paid by homeowners within the district. Due tfo the obligation not
previously belng due to the City, no gain or loss was recorded in relation to the refunding
issuance.

On July 18, 2014, the City issued, through a private placement, $3,200,000 of general
obligation refunding bonds, series 2014A. The proceeds from which were used to pay
bond issuance costs and to reimburse the developer for public infrastructure
improvements within Public Improvement District #1. The obligation to the developer
was not an obligation of the City and repaying of the bonds will be made from special
assessments paid by the homeowners within the district. Due to the obligation not
previously being due to the City no gain or loss was recorded in refation to the refunding
issuance.

The total amount of governmental and business-type defeased bonds outstanding as of
September 31, 2014 is $3,115,000.
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NOTE 6. LONG-TERM DEBT -~ CONTINUED

Assumption of debt

On December 31, 2013, the City assumed the assets and liabilities of the Galveston
County Municipal Utility District #2 (GCMUD #2) upon is dissolution. Due to the
dissolution occurring prior to the final maturity of the GCMUD #2 waterworks and sewer
system combination unlimited tax refunding bonds, series 1898, the City contributed
$960,000 to pay the remaining principal amount owed. This contribution was comprised
of the annual property tax rebate to the district and of the residual cash balance of the
district.

Federal Arbitrage

The Tax Reform Act of 1986 instituted certain arbitrage restrictions consisting of
complex regulations with respect to issuance of tax-exempt bonds after August 31,1986.
Arbitrage regulations deal with the investment of tax-exempt bond proceeds at an
interest yield greater than the interest yield paid to bondholders. Generally, all interest
paid to bondholders can be retroactively rendered taxable if applicable rebates are not
reported and paid to the Internal Revenue Service (IRS) at least every five years for
applicable bond issues. Accordingly, there is the risk that if such calculations are not
performed, or are not performed correctly, a substantial liability to the City could result.
The City periodically engages an arbitrage consultant to perform the calculations in
accordance with the rules and regulations of the IRS. There was no liability for arbitrage
recorded as of year-end.

NOTE 7. INTERFUND RECEIVABLES AND PAYABLES

Receivable Fund Payable Fund Amounts
Nonmajor Governmental Funds Debt Service Fund $ 22,714
General Fund Internal Service Fund 189
General Fund Internal Service Fund 50,000
General Fund Nonmajor Governmental Funds 97
General Fund Nonmajor Governmental Funds 455,700
General Fund Nonmajor Governmental Funds 496
General Fund Nonmajor Governmental Funds 446
General Fund Water and Wastewater Fund 1,932

Total 3 531,574

The outstanding balances between funds result mainly from the time lag between the dates
that (1) interfund goods and services are provided or reimbursable expenditures occur,
(2) transactions are recorded in the accounting system, and (3) payments between funds

are made.
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NOTE 8. INTERFUND TRANSFERS

Transfers between the primary government funds during the year were as follows:

Transfer Qut Transferin Amounts
General Fund Nonmajor Governmental Funds ~ $ 3,677,084
Water and Wastewater Fund General Fund 2,350,000
Water and Wastewater Fund Nonmajor Governmental Funds 337,500
Nonmajor Governmental Funds Water and Wastewater Fund 70,945
Nonmajor Governmental Funds General Fund _ 1,105
Total $ 6,436,634

The general fund made transfers to nonmajor goverhmental funds to provide financing for
capital projects and a citywide management system. The general fund also provided initial
funding for the new Fire/EMS Donation fund. The water and wastewater fund provided
monies to the general fund for reimbursement of administrative costs related to the support
of the water and wastewater system. The water and wastewater fund also provided
financing for the citywide management system. The nonmajor governmental funds provided
monies to the water and wastewater fund and to the general fund for a special assessment
payment.

NOTE 9. RESTRICTED ASSETS

As of September 30, 2014, the City held restricted cash and investments in the water and
wastewater fund for the following purposes:

Restricted for
Customer depaosits $ 757,199
Capital projects 61,756,269
Debt service 8,708,139
Total ‘ % 71,221,607
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NOTE 10. OTHER INFCRMATION

A. Risk Management

The City is exposed to various risks of loss related fo torts; theft of, damage to, and
destruction of assets; errors and omissions; and natural disasters for which the City
participates along with over 2,700 cther entities in the Texas Municipal League's
Intergovernmental Risk Pools (the Pool). The Paol purchases commercial insurance at
group rates for participants in the Pool. The City has no additional risk or responsibility
to the Pool, autside of the payment of insurance premiums. The City has not
significantly reduced insurance coverage or had settlements which exceeded coverage
amounts for the past three years.

. Contingent Liabilities

Amounts received or receivable from granting agencies are subject to audit and
adjustment by grantor agencies, principally the federal government. Any disallowed
claims, including amounts already collected, may constitute a liability of the applicable
funds. The amounts of expenditures which may be disallowed by the grantor cannot be
determined at this time although the City expects such amounts, if any, to be immaterial.

The City is a defendant in several lawsuits. Although the outcome of these lawsuits is
not presently determinable, it is the opinion of the City's management that resolution of
these matters will not have a material adverse effect on the financial condition of the
City.

Liabilities are reported when it is probable that a loss has occurred and the amount of
the loss can be reasonably estimated. Liabilities include an amount for claims that have
been incurred but not reported. Claim liabilities are calculated considering the effects of
inflation, recent claim settlement trends, including frequency and amcunt of payouts, and
other economic and social factors. No claim liabilities are reported at year-end.

. Pension Plans

Texas Municipal Retirement System

Plan Description

The City provides pension benefits for all of its full-time employees through a
non-traditional, joint contributory, hybrid defined benefit plan in the state-wide Texas
Municipal Retirement System (TMRS), an agent multiple-employer public employee
retirement system. The plan provisions that have been adopted by the City are within
the options available in the governing state statutes of TMRS.
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NOTE 10. OTHER INFORMATION — CONTINUED
C. Pension Plans — Continued
TMRS issues a publicly available comprehensive annual financial report that includes
financial statements and RS| for TMRS. The report also provides detailed explanations

of the contributions, benefits, and actuarial methods and assumptions used by TMRS.
This report may be obtained from TMRS' website at www. TMRS.com.

The plan provisions are adopted by the governing body of the City, within the options
available in the state statutes governing TMRS. Plan provisions for the City were as

follows:
2014 2013
Employee deposit rate 7.00% 7.00%
Matching ratio (City to employee) 2101 2t01
Years required for vesting 5 5
Service requirement eligibility
(expressed as age/yrs of service) 6075, 0/20 60/5, 0/20
Updated service credit 100% 100%
Repeating, Repeating,
Transfers Transfers
Annuity increase (to retirees) 70% of CPI 70% of CPI
Repeating Repeating

Contributions

Under the state law govemning TMRS, the contribution rate for each city is determined
annually by the actuary, using the Projected Unit Credit actuarial cost method. This rate
consists of the normal-cost contribution rate and the prior service cost contribution rate,
which is calculated to be a level percent of payroll from year to year. The normal cost
contribution rate finances the portion of an active member's projected benefit allocated
annually; the prior service contribution rate amortizes the unfunded (overfunded)
actuarial liability (asset) over the remainder of the plan's 30-year amortization period.
Both the normal cost and prior service contribution rates include recognition of the
projected impact of annually repeating benefits, such as Updated Service Credits and
Annuity Increases.
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NOTE 10. OTHER INFORMATION — CONTINUED
C. Pension Plans — Continued

The City contributes to TMRS at an actuarially determined rate. Both the employess
and the City make contributions monthly. Since the City needs to know its contribution
rate in advance for budgetary purposes, there is a one-year delay between the actuarial
valuation that serves as the basis for the rate and the calendar year when the rate goes
into effect. The annual pension cost and the net pension obligation (asset) are as

follows:

Annual required contribution (ARC) $ 4,150,905
Interest on Net Positlon Obligation (NPO} 149,283
Adjustment to the ARC (134,236)

Annual Pension Cost (APC) 4,165,952
Contributions made ~ (3,923,698)

Increase in NPO 242,254
NPOQ - beginning of year 2,132,610
NPO - end of year $ 2,374,864

Three-year trend information for the annual pension cost (APC) is as follows:

Annual Actual Percentage
Pension Confribution of APC Net Position
Fiscal Year _ Cost {APC) Made Contributed Obligation
2012 $ 3,797,489 $ 3474304 91.5% $ 1,843,994
2013 3,992,236 3,703,620 92.8% 2,132,610
2014 4,165,952 3,923,688 94.2% 2,374,864
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NOTE 10. OTHER INFORMATION — CONTINUED

C. Pension Plans — Continued

The required contribution rates for fiscal year 2014 were determined as part of the
Additional information as of the
latest actuarial valuation, December 31, 2013 also follows:

December 31, 2012 and 2011 actuarial valuations.

2013 2012 2011

Actuarial Valuation Date 12/31/2013 12/31/2012 12/31/2011
Actuarial Cost Method Entry Age Normal Projected Unit Credit Projected Unit Credit
Amortization Method Level % of Payroll Level % of Payroli Leve! % of Payroll
GASB 25 Equivalent Single 24.0 Years - closed 25.1 Years - closed 26.2 Years - closed
Amortization Period period pericd period
Amortization Period for New
Gains/Losses 30 years 30 years 30 years
Asset Vaiuation Method 10-year smoothed 10-year smeothed 10-year smoothed

market market market
Investment Rate of Return 7.00% 7.00% 7.00%
Projected Salary Increases Varies by age and Varies by age and Varies by age and

sarvice service service
Includes Inflation at 3.00% 3.00% 3.00%
Cost of Living Adjusiments 2.10% 2.10% 2.10%

The funded status as of December 31, 2013, the most recent actuarial valuation date, is

presented as follows:

Actuarial Valuation Date
Actuarial Value of Assets

Actuarial Accrued Liability

Percentage Funded

Unfunded Actuarial Accrued

Liability (UAAL)
Annual Covered Payroll

UAAL as a Percentage of

Covered Payroll
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CITY OF LEAGUE CITY, TEXAS
NOTES TO BASIC FINANCIAL STATEMENTS

NOTE 10. OTHER INFORMATION - CONTINUED
C. Pension Plans - Continued

Actuarial valuations involve estimates of the value of reported amounts and assumptions
about the probability of events far into the future. Actuarially determined amounts are
subject to continual revision as actual results are compared to past expectations and
new estimates are made about the future,

Actuarial calculations are based con the benefits provided under the terms of the
substantive plan in effect at the time of each valuation, and reflect a long-term
perspective. Consistent with that perspective, actuarial methods and assumptions used
include techniques that are designed to reduce short-term volatility in actuarial accrued
liabilities and the actuarial value of assets. The schedule of funding progress, presented
as RS following the notes to the financial statements, presents muilti-year trend
information about whether the actuarial value of plan assets is increasing or decreasing
over time relative to the actuarial accrued liability of benefits.

D. Other Post-Employment Benefits

TMRS Supplemental Death Benefit Fund

Plan Description

The City also participates in the cost sharing multiple-employer defined benefit
group-term life insurance ptan operated by TMRS known as the Supplemental Death
Benefits Fund (SDBF). The City elected, by ordinance, to provide group-term life
insurance coverage to both current and retired employees. The City may terminate
coverage under and discontinue participation in the SDBF by adopting an ordinance
before November 1 of any year to be effective the following January 1.

The death benefit for active employees provides a lump-sum payment approximately
equatl to the employee's annual salary (calculaled based on the employee's actual
earnings, for the 12-month period preceding the month of death); retired employees are
insured for $7,500; this coverage is an other post-employment benefit, or OPEB. The
obligations of this plan are payable only from the SDBF and are not an obligation of, or a
claim against, the Pensicn Trust Fund. For the year ended September 30, 2014, the
City offered the supplemental death benefit to both active and retired employee.
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NOTE 10. OTHER INFORMATION — CONTINUED
D. Other Post-Employment Benefits — Continued
Contributions

The City contributes to the SDBF at a contractually required rate as determined by an
annual actuarial valuation. The rate is equal to the cost of providing one-year term life
insurance. The funding policy for the SDBF program is to assure that adequate
resources are available to meet all death benefit payments for the upcoming year; the
intent is not to pre-fund retiree term life insurance during employees' entire careers.

The City's contributions to the TMRS SDBF base on .02% of covered payroll for the
fiscal years ended 2014, 2013, and 2012 totaled $5,523, $5,339, and $5,022,
respectively, which equaled the annual required contribution.

E. Post-Employment Healthcare Plan
Plan Description

The City administers a single-employer defined benefit other post-employment benefits
(OPEB) plan, known as the Retiree Medical Program (the Program ). The Program
offers medical and dental insurance benefits to eligible retirees and their spouses.
Retiree medical coverage levels for retirees are the same as coverage provided to active
City employees. Upon the death of the retires, the spouse is eligible for coverage under
COBRA.

Employees are eligible for retiree health benefits if they retire at the age of 60 or older
with at least five years of service from the City, at least ten years of combined service
with other municipalities and are also eligible for a pension from TMRS. Employees with
20 years of service may retire at any age. The City contributes up to 100 percent of the
monthly premium for retirees that are age 60 with 20 years of service with the City.
Employees eligible to retire under TMRS as a disability retiree if they have worked with
the City for a minimum of five years and have at least ten years of combined service with
all municipalities are eligible for a portion of their health insurance based on their age.
For employees who become disabled prior to eligibility for retirement, retiree medical
benefits are not available. The City requires retirees to enroll in Medicare once eligible.
The City does not provide Medicare supplemental health benefits coverage after the
date that person becomes eligible for Medicare benefits.
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NOTE 10. OTHER INFORMATION — CONTINUED
E. Post-Employment Healthcare Pian — Continued
Funding Policy

The City has elected to subsidize premiums for the Program and funding is provided on
a pay-as-you go basis.

Annual OPEB Cost

The City's annual OPEB cost is calculated hased on the annual required contribution of
the employer (ARC), an amount actuarially determined in accordance with the
parameters of GASB Statement No. 46. The ARC represents a level of accrual that is
projected to recognize the normal cost each year and to amortize any unfunded actuarial
liabilities (or funding excess) over a period not to exceed thirty years,

The annual OPEB cost for the fiscal year ending September 30, 2014 is as follows:

Annuai Req. Contrib. (ARC) $ 357,859
Interest on OPEB Obligation : 33,357
Adjustments to ARC (30,905)
End of YEAR Annual OPEB Cost (Expense) 360,311
Net Estimated Employer Contributions (146,030)
Increase in Net OPEB Obligation 214,281
Net OPEB Obligation {Assef} - beginning of year 741,267
Net OPEB Obligation {Asset) - end of year § 956,548

A separate audited GAAP basis post-employment benefit plan report is not available.

The City's annual OPEB cost, the percentage of annual OPEB cost contributed to the
Program, and the net OPEB obligation for 2014 and the two preceding years are as

follows:
Percentage of
Annuat OPEB Annual OPEB Net OPEB Obligation
Fiscal Year Cost (ARC) Cost Contributed ~ Beginning Ending
2012 $ 236,663 506% § 432,104 § 548,959
2013 349,252 44.9% 548,959 741,267
2014 360,311 40.5% 741,267 955,548

Funded Status and Funding Progress

As of December 31, 2011, the most recent actuarial valuation date, the Program was
zero percent funded. The actuarial accrued liability for benefits was $3,097,039 and the
actuarial value of assets was zero, resulting in an unfunded actuarial accrued liability
(UAAL) of $3,097,039. The annual covered payrcll at December 31, 2011 was
$25,322,107 and the UAAL as a percentage of the annual covered payroll was
12.2 percent.
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NOTE 10. OTHER INFORMATION — CONTINUED
E. Post-Employment Healthcare Plan — Continued

Actuarial valuations of an ongoing plan involve estimates of the value of reported
amounts and assumptions about the probability of occurrence of events far into the
future. Examples include assumptions about future employment, mortality, and the
healthcare cost trend. Amounts determined regarding the funded status of the Program
and the annual required contributions of the employer are subject to continual revision
as actual results are compared with past expectations and new estimates are made
about the future. The schedule of funding progress, presented as RS following the
notes to the financial statements, presents multi-year trend information about whether
the actuarial value of plan assets is increasing or decreasing over time relative to the
actuarial accrued liabilities for benefits.

Actuarial Methods and Assumptions

The Projected Unit Credit actuarial cost method is used to calculate the GASB ARC for
the City's retiree health care plan. Using the plan benefits, the present health premiums
and a set of actuarial assumptions, the anticipated future payments are projected. The
projected unit credit method then provides for a systematic recognition of the cost of
these anticipated payments. The yearly ARC is computed fo cover the cost of benefits
being earned by covered members as well as to amortize a portion of the unfunded
accrued liability.

Projections of health benefits are based on the plan as understood by the City and
include the types of benefits in force at the valuation date and the pattern of sharing
benefit costs between the City and its employees to that point. Actuarial calculations
reflect a long-term perspective and employ methods and assumptions that are designed
to reduce short-term volatility in actuarial accrued liabilities and the actuarial value of
assets. Significant methods and assumptions were as follows:

inflation Period 3.00% per annum
Investment Rate of Return 4.5% per annum net of
expenses
Actuarial Cost Method Projected unit credit
Amortization Method Level as a percentage of
employes payroll
Remaining Amortization Period 30 year open amortization
Asset Valuation Method Market value
Salary Growth 3.00% per annum
Heathcare Cost Trend Rate (Initial/Ultimate) Initial rate of 8.5%, declining
to an ultimate rate of 4.5%
after 8 years.
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NOTE 10. OTHER INFORMATION ~ CONTINUED

F. Contracts
Summaries of the City's significant contracts are as follows:
1. Municipal Utility Districts

The City has entered into utility agreements with several Municipal Ulility Districts
(MUDs) whose boundaries overlap the boundaries of the City. The MUDs construct
water, sanitary sewer, and drainage facilities to serve the areas within the MUDs and
issue bonds to finance such facilities. The MUDs release their security inferests in
the facilities to the City, and the City operates and maintains the systems.

2. Galveston County Water Control and Improvement District No. One

The City entered Into an agreement dated March 10, 1983 with Galveston County
Water Control and Improvement District No. One (the District) providing for an
inter-connect to be built between the City and the District by the Gulf Coast Water
Authority (GCWA). The City agreed to buy one million gallons of water per day on a
take-or-pay basis. Under a revised water supply agreement effective
January 1, 1987, the annual volume of water to be paid for by the City on a
take-or-pay basis was reduced to a minimum of 150,000 gallons per day, to be
adjusted annually to an amount equal to the prior year's average usage, but not to
exceed one million gallons per day. The cost to the City will vary depending on the
cost to the District to fulfill its obligation. On December 8, 2009, the water supply
agreement was revised to adjust the price and the obligation for delivery of water.
GCWA shall sell and deliver 150,000 galions per day of water with a maximum of
1,000,000 gallons per day provided GCWA has excess water available, or for
amergency use only.

3. Gulf Coast Water Authority — Water System‘ improvements

The City entered into an agreement with the GCWA on September 8, 1998 providing
for the construction of water system improvements and issuance of GCWA contract
bonds to finance the construction. The water system improvement included a
transmission system to deliver 2 million gallons per day to the City from the Thomas
Mackey Water Treatment Plant. The City is considered the owner of the assets and,
as provided in the agreement, makes periodic payments to GCWA to service the
debt.

4. Gulf Coast Water Authority — Water Capacity Contract

The City has entered into a long-term cost sharing contract with the GCWA to
finance the expansion of the Houston Southeast Water Purification Plant. This twice
amended water supply contract provides that GCWA reserve treatment and
distribution capagcity of 22.5 million gallons per day for the City.
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NORTON ROSE FULBRIGHT

Narton Rose Fulbright US LLP

1301 MeKinney, Suite 5100
Houston, Texas 77010-30¢5
United States

July 7, 2015

Tel +1 713 651 5151
Fax +1 713 651 5246
rortonrosefulbright.com

We have acted as bond counsel in connection with the issuance by the City of League City,
Texas {the “Issuer’} of its Combination Tax and Revenue Certificates of Obligation, Series 2015
(the “Certificates”) in the aggregate principal amount of $17,445,000.

In rendering the opinions herein we have examined and relied upon an executed Certificate;
original or certified copies of the proceedings had in connection with issuance of the
Certificates, including the Ordinance of the governing body of the Issuer which authorizes
issuance of the Certificates (the “Ordinance”); certificates of officers of the Issuer related to the
expected use and investment of proceeds of the sale of the Certificates and certain other funds
of the Issuer, which are within its sole knowledge and control; and such other material and such
matters of law as we deem relevant to the matters discussed below. In such examination, we
have assumed the authenticity of all documents submitted to us as originals, the conformity to
original copies of all documents submitted to us as certifled copies, and the accuracy of the
statements contained in such certificates.

Based upon such examination, we are of the opinion that, under applicable law of the United
States of America and the State of Texas in force and effect on the date hereof:

1, The Cetificates are valid and legally binding obligations of the Issuer payable
from the sources, and enforceable in accordance with the terms and conditions, described
therein, except to the extent that the enforceability thereof may be affected by bankruptcy,
insolvency, reorganization, moratorium, or other similar laws affecting creditors’ rights or the
exercise of judicial discretion in accordance with general principles of equity.

2 The Certificates are payable from and equally and ratably secured solely by a
lien on and pledge of taxes within the limits prescribed by law and are further payable from and
secured by a pledge of and lien on certain net revenues from the operation of the Issuer's
waterworks and sanitary sewer system.

3. Pursuant to the Internal Revenue Code of 1986, as amended and in force on the
date hereof (the “Code”), and existing regulations, published rulings, and court decisions
thereunder, assuming continuing compliance with the provisions of the Ordinance relating to
sections 141 through 150 of the Code, interest on the Certificates is excludable from the gross
income, as defined in section 681 of the Code, of the owners thereof for federal income tax
purposes pursuant to section 103 of the Code, and such interest will not be included for federal
income tax purposes in computing the alternative minimum taxable income of the owners
thereof who are individuals or, except as hereinafter described, corporations,

Noron Rose Fulbright US LLP is a limited liability partnership registered under the laws of Texas.

Morton Rose Fulbright US LLP, Norton Rase Fulbright LLP, Norton Rose Fulbright Australia, Norion Rose Fulbright Canada LLP and Noron Ross
Fulbright South Africa Inc are separate legal enlities and ali of them are members of Norton Rose Fulbright Verein, a Swiss verein. Norlon Rose
Fulbright Versin helps coordinate the activitios of lhe members but does not Itself provide legal services to clienls, Delails of each entlty, with certain
requlatory information, are available at nortonresefulbright com,



A
NORTON ROSE FULBRIGHT
Page 2

WE CALL TO YOUR ATTENTION THAT, interest on the Cerlificates owned by a corporation
will be included in such corporation’s adjusted current earnings for purposes of calculating the
alternative minimum taxable income of such corporation, other than an S corporation, a qualified
mutual fund, a real estate mortgage investment conduit (REMIC), a real estate investment trust
(REIT), or a financial assets securitization investment trust (FASIT). A corporation’s alternative
minimum taxable income is the basis on which the alternative minimum tax imposed by section
55 of the Code is computed.

We express no other opinion with respect to any other federal, state, or local tax consequences
under present law or any proposed legislation resulting from the receipt or accrual of interest on,
or the acquisition or disposition of, the Certificates. Ownership of tax-exempt obligations such
as the Certificates may result in collateral federal tax consequences to, among others, financial
institutions, life insurance companies, property and casualty insurance companies, "S’
corporations with “subchapter C” eamings and profits, certain foreign corporations doing
business in the United States, individual recipients of Social Security or Railroad Retirement
benefits, taxpayers otherwise qualifying for the earned income tax credit, owners of an interest
in a FASIT, and taxpayers who may be deemed to have incurred or continued indebtedness to
purchase or carry, or who have paid or incurred certain expenses allocable to, tax-exempt
obligations.

Our opinions are based on existing law, which is subject to change. Such opinions are further
based on our knowledge of facts as of the date hereof. We assume no duty to update or
supplement our opinions to reflect any facts or circumstances that may thereafter come to our
altention or to reflect any change in any law that may thereafter occur or become effective,
Moreover, our opinions are not a guarantee of result and are not binding on the Internal
Revenue Service or any court; rather, such opinions represent our legal judgment based upon
our review of existing law that we deem relevant to such opinions and in reliance upon the
representations and covenants referenced above.

Very truly yours,
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